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LETTER  OF  TRANSMITTAL 


Cleveland,  Ohio, 
Dtceaber  1,  1915. 

The  Hon.  Frank  B.  Wjlus, 
Columbus,  Ohio. 

Dear  Governor  Wittis: 

I  am  in  receipt  of  your  two  letters  of  November  26  informing  me  that 
in  pursuance  of  the  autiiority  omferred  cm  you  by  Laws  of  Ohio  105-106^ 
lfa4-1915.  House  Joint  Resolution  No.  38;  you  have  appointed  me  as  diair- 

man  and  Hon.  O.  N.  Sams  of  Hillsboro,  Ohio,  and  Hon.  L.  J.  Taber  of 
Barnesville,  Ohio,  as  the  two  other  members  of  the  OHIO  STATE  COM- 
MITTEE ON  RURAL  CREDITS  AND  COOPERATION. 

In  accepting  this  high  honor,  of  which  you  have  kindly  deemed  me 
worthy,  I  would  say  that  I  fully  appreciate  its  heavy  duties  and  respon- 
sibilities, and  that  I  hope  that  I  shall  be  able  to  perfcurm  and  discharge 
them  satisfactorily  to  you  and  to  my  State. 

I  note  in  your  letter  to  me  the  following  clauses : 

"It  will  be  the  duty  of  this  Committee,  in  accord  with  said  Resolutkm, 
to  submit  a  report  on  mral-credit  conditions  within  this  state,  together 
with  suggestions  and  recomnmdations  as  to  needed  legislation  in  this  field. 

1  wmdd  also  make  the  additional  request  that  for  the  benefit  of  the 
rural-credits  movement  as  a  whole,  and  with  particular  reference  to  coor 
ditions  in  this  State,  you  make  a  preliminary  report  descriptive  of  the  in- 
stitutions or  systems  for  rural  credit  on  which  a  system  for  Ohio  might 
be  modeled.  You  will  of  course  have  the  cooperation  of  the  other  mem- 
bers of  the  Committee  in  formulating  any  such  report." 

I  have  prepared,  with  the  assistance  of  Mr.  R.  Ingalls,  and  herewith  sub- 
mit, with  Mr  Sams'  approval,  the  preliminary  report  that  you  request. 
Mr.  Taber,  however,  is  in  California  and  has  not  seen  this  preliminary 
report;  so  we  two  other  members  wish  it  to  be  considered  only  as  an 
expression  of  our  personal  views,  in  no  way  binding  on  the  Committee. 

Upon  Mr.  Taber's  return  the  Committee  will  meet  and  formulate  plans 
for  action.  Without  any  unnecessary  delay  it  will,  in  accord  with  the 
Resolution,  submit  to  you  a  report  containing  the  findings  of  the  Commit- 
tee, together  with  its  suggestions  and  recommendations  as  to  what  changes 
in  or  additions  to  the  laws  of  Ohio  should  be  made,  and  what  other  steps 
should  be  taken  in  <mler  to  improve  rural  credits,  banking  and  frumdal 
facilities,  and  to  effect  die  cooperative  organization  of  die  farmers  of  this 
state. 

Very  respectfully, 

MvioN  T.  HsmcK. 


HOW  TO  FINANCE  THE  FARMER 

PRIVATE  ENTERPRISE— NOT -STATE  AID 


CHAPTER  I 

THE  RURAL  CREDITS  MOVEMENT 

"It  is  of  great  importance  to  the  social  and  economic  welfare  of  the  country  that 
its  fanners  hive  facilities  for  borrowing  casUy  and  cheaply  the  money  they  need  to 
increase  the  productivity  of  their  land.  It  is  as  important  that  financial  machinery  be 
provided  to  supply  the  demands  of  farmers  for  credit  as  it  is  that  the  banking  and 
ctUTency  systems  be  reformed  in  the  interest  of  general  business.  Therefore  we 
recommend  and  urge  an  authoritative  investigation  of  agricultural  credit  societies  and 
corporations  in  other  countries  and  the  passage  of  state  and  federal  laws  for  the 
establishment  and  capable  supervision  of  organizations  having  for  their  purpose  the 
loaning  of  funds  to  farmers.  — {Republican  National  Conventton,  June  22,  1912.) 

"Of  equal  importance  with  the  question  of  currency  reform  is  the  question  of 
rural  credits  or  agricultural  finance.  ThercCafie  ve  recommend  that  an  investigation 
of  agricultural  credit  societies  in  foreign  countries  be  made,  so  that  it  ^may  be 
ascertained  whether  a  system  of  rural  credits  may  be  devised  suitable  to  conditions  in 
the  United  States:  and  we  also  favor  legislation  permitting  national  banks  to  loan  a 
reasonable  proportion  of  their  funds  on  real-estate  security.  We  reco^ize  the  value 
of  vocational  education  and  urge  federal  appro(»riadoas  for  Mi^  traaunf  and  ettw 
sion  teaching  in  agriculture,  in  codperstion  Wtk  ^  MVVal  ■latea»'*~{0aMMP«ll| 
National  Convention,  July  2,  1912.) 

**The  development  and  prosperity  of  country  life  are  as  important  to  the  people 
who  live  in  the  cities  as  they  are  to  the  farmers.  Increase  or  prosperity  on  the  farm 
will  favorably  affect  the  cost  of  living,  and  promote  the  interests  of  all  who  dwell 
in  the  country,  and  all  who  depend  upon  its  products  for  clothing,  shelter,  and  food. 
We  pledge  our  party  to  foster  the  development  of  agricultural  credit  and  cooperation, 
the  teaching  of  agriculture  in  schools,  agriculture-college  extension,  the  use  of  mechani- 
cal power  on  the  farm,  and  to  reestablish  the  eountry-life  commission,  thus  brinmnf 
the  benefits  of  better  farming,  better  busuMH^  and  better  Mmg  withia  their  rca^?'<^ 
{Progressive  Party,  August  7.  1912.) 

These  planks  in  the  platforms  of  the  three  important  political  parties 
in  1912  nationalized  the  movement  for  improving  credit  facilities  for 
American  farmers  and  landowners.  The  honor  of  being  the  first  to  obtain 
such  indorsement  for  the  movement  belongs  to  Parmely  W.  Herrick  and 
Mortimer  H.  Laundon;  for  these  two  men,  both  of  Cleveland,  drafted  the 
Republican  plank  and  procured  its  adoption  at  Chicago  ten  days  before 
the  Democratic  party  and  forty-six  days  before  the  Progressive  party 
took  any  action  on  rural  credits. 

The  movement  had  been  making  headway  for  a  number  of  years  pre- 
vious to  its  recognition  1^  the  political  parties  in  tiieir  national  conven- 
tims.  Tlie  National  Monetary  Commission,  created  in  1907,  had  told 
enough  about  the  German  landschafts  and  the  Frendi  credit  institutions 
to  awaken  a  desire  for  more  information.  The  Country  Life  Commission, 
aqipointed  in  1908,  had  shown  how  the  farmers'  money  was  being  diverted 
to  city-centered  oiterprises,  and  had  recommended  rural  cooperative  or- 
ganization as  the  remedy  not  only  for  their  financial  but  also  for  their 
economic  and  social  troubles.  With  prophetic  vision  of  the  present  rage 
for  state  aid,  the  Commission  ended  its  report  by  saying:  "Manifestly  gov- 
ernment in  the  United  States  cannot  manage  the  work  of  voluntary  rural 
organization*   Personal  initiative  and  a  cultivated  cooperative  spirit  are 
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the  very  core  of  this  kiad  of  work/'  In  a  special  message  of  February  9, 

1909.  transmitting  the  report  to  Congress,  President  Roosevelt  declared 
that  the  first,  great,  general,  and  immediate  need  of  country  life  is  co- 
operation, and  asserted  that  "the  farmers  of  every  prc^iressive  European 
country  have  realized  this  essential  fact  and  have  found  in  the  cooperative 
system  exactly  the  form  of  business  combination  they  need." 

Since  President  Roosevelt's  message,  four  distinct  factors  have  con- 
tributed to  the  progress  of  the  rural-credits  movement.    On  October  26, 

1910,  Group  Five  of  the  Bankers*  Association  of  Ohio  held  at  Delaware 
in  that  state  a  meeting  in  which  farm  finance  and  the  German  landschafts 
were  discussed.  Within  the  twelvemonth  following,  articles  appearing  in 
leading  newspapers  aroused  such  widespread  interest  that  on  November 
24,  1911,  the  American  Bankers'  Association  at  its  annual  meeting  at  New 
Orleans  created  a  Committee  on  Agricultural  and  Financial  Development 
and  Education,  and,  after  hearing  a  few  remarks  on  the  German  land- 
schafts and  the  French  land-credit  institutions,  decided,  at  the  instance  of 
Ohio  members,  to  study  land  and  agricultural  credit  at  home  and  abroad. 

Thracefortfa  Aft  movement  bi^an  rapidly  to  assume  prominence.  From 
the  1^966  banks  and  trust  conq>ames  affilmted  with  the  Assodation,  sub- 
sidiary agricultural  committees  were  formed  in  thirty-four  states,  the  first 
dating  from  June,  1909,  in  Minnesota.  The  activities  of  their  officials 
exerted  a  strong  influence  on  subsequent  events.  On  September  12-13, 
1912,  the  Association  held  at  Detroit  another  conference  on  rural  credits 
and  listened  to  addresses  from  two  of  the  members  of  its  committee, 
Edwin  Chamberlain  of  San  Antonio,  Texas,  and  George  Woodruff  of 
Joliet,  lUinois,  and  from  other  speakers  who  had  studied  rural  credits 
in  Europe.  Although  the  American  Bankers'  Association  reorganized  its 
committee  in  1913  and  then  dropped  out  of  the  movement  which  it  had 
been  so  instrumental  in  launching,  its  good  work  had  made  an  abiding  im- 
pression and  induced  other  organizations  throughout  the  country  to  take 
up  the  subject.  The  first  of  these  was  the  Chamber  of  Commerce  of 
Elyria,  Ohk>,  which  on  January  5,  1912,  appointed  a  committee  to  study 
farm  finance. 

Ensured  by  the  action  of  the  American  Bankers'  Association  at  New 
Orleans,  President  Taft  in  March,  1912,  directed  Philander  C.  Knox,  Sec- 
retary of  State,  to  instruct  the  American  Ambassadors  to  Germany, 
France,  and  Italy  and  the  American  Ministers  to  Belgium  and  the  Netiier- 
lands  to  investigate  the  land-  and  agricultural-credit  systems  and  institu- 
tions of  the  countries  to  which  they  were  accredited,  and  to  send  copies 
of  their  reports  to  the  Embassy  at  Paris.  On  the  thirtieth  of  that  month 
the  Department  of  State  requested  the  then  newly  appointed  Ambassador 
to  France  to  continue  the  investigation  and  to  prepare  a  general  report 
from  the  special  reports  on  the  countries  named,  and  advised  him  that 
further  instructions  would  be  issued  to  diplomatic  officers  in  other  coun- 
tries where  rural-credit  institutions  were  found  to  exist,  the  purpose 
being  to  "place  the  Department  in  possession  of  all  data  necessary  to  the 
President  for  the  formulaticm  of  some  practical  scheme  which  may  be 
worked  out  to  txring-the  desired  benefits  to  9grimitimA  communities  in 
the  United  States." 

During  the  summer  the  Government  at  Washin^on  distributed  the 
information  as  it  was  gathered  to  the  public  press,  and  on  October  11, 
1912,  published  it  in  condensed  form  as  the  "Preliminary  Report  on  Land 
and  Agricultural  Credit."  Copies  were  sent  to  the  governors  of  all  the 
states  with  a  personal  letter  from  President  Taft  urging  them  "to  make 
this  matter  the  subject  of  their  earnest  study  and  exchange  of  views" 
and  invitii^  them  to  confer  with  him  at  the  next  meeting  of  the  House 
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of  Governors.   This  conference  was  held  on  December  7  of  that  year. 

The  governors  appointed  a  committee  to  devise  ways  ^"^^ . ^ 

tion,  but  so  far  they  have  made  no  ^^^f^^'^'^J^^''^^^^ 

issued  to  the  governors  was  the  last  step  taken  by  P^^^J** 

ministration.    The  elections  of  the  P^^c^d^^g  NovcnAtt 

trous  to  the  Repubhcan  party  in  the  nation  and  «  ""OSt  of  ™  «™ 

his  defeat  prevented  Mr.  Taft  from  maturing  ^ 

formulate.   Since  then  the  movement  has  been  left  largely  m  the  hands 

of  the  Democratic  party*  . 

During  his  candidacy  President  Wilson  was  as  ardent  an  advoca  e  of 
the  rural  credits  movement  as  his  predecessor  and  m  his  inaugural  ad- 
dress  he  declared  that  agriculture  is  not  "afforded  the  facilities  of  credit 
best  suited  to  its  practical  needs."   An  opportunity  to  promote  the  move- 
ment was  already  prepared  for  him.   The  Agricultural  Appropriation  Act, 
aimroved  by  President  Taft  on  the  last  day  of  his  term,  carried  an  amend- 
ment proposed  by  Senator  Duncan  U.  Fletcher  of  Florida,  which  pro- 
vided for  the  appointment  of  a  commission  to  work  m  conjunction  with 
the  American  Commission  assembled  by  the  Southern  Commercial  Um- 
gress  for  the  study  in  European  countries  of  cooperative  land-  and  rm^ 
credit  institutions  and  similar  organizations  devoted  to  imtovmg  agncMlr 
tural  conditions.   Senator  Fletcher's  amendment  was  a  ^^^J^**? 
joint  resolution  introduced  by  Senator  Asle  J.  Gfwma  of  North  Dakota 
on  February  12,  1912,  and  adopted  by  the  Senate  with  a  slight  change  on 
May  7  1912.  The  seven  members  of  the  United  States  Commission  thus 
created  and  provided  with  an  appropriation  of  $25^  were  amoiig  Presi- 
dent Wil8<m's  earliest  appcmitnients. 

The  Ammcaa  Ccmimissbn  consisted  of  sixty-seven  official  or  volun- 
teer members,  representing  thirty  states  and  four  Canadian  provinces. 
The  Sotttihem  Commercial  Congress  began  to  assemble  this  commission 
in  the  summer  of  1912,  in  accordance  with  a  resolution  adopted  on  April 
8  1912  at  its  annual  convention  at  Nashville,  Tennessee.   The  same  reso- 
lution had  been  adopted  two  days  before  at  a  conference  of  Federal  offi- 
cials and  individuals  from  twenty-seven  states  invited  by  the  Southern 
Commercial  Congress  to  meet  concurrently  with  its  convention  upon  Ae 
suggestion  of  David  Lubin,  the  delegate  appointed  by  the  U.  S.^  Depart- 
ment of  Agriculture  to  the  International  Institute  of  Agricuhure  m  Kome. 
The  Institute's  pamphlet,  "Systems  of  Rural  Cooperative  Credit  Pub- 
lished early  in  1912,  was  made  a  public  document  on  April  17  of  ttat  year 
on  motion  of  Senator  Porter  J.  McCumber  of  Nortii  Dakota.  The  free 
distribution  of  this  pamphlet  and  tiie  work  done  by  the  Southern  Com- 
mercial Congress  m  flttsemUing  its  commission,  together  with  the  very 
large  Rrst  Naticmal  Gmference  on  Marketing  and  Farm  Credits  held  at 
Oiicago  under  the  auspices  of  farm  papers  on  April  8-10,  1913,  stimu- 
lated the  movement  and  helped  to  make  rural  credits  one  of  the  most 
widely  discussed  issues  that  has  come  before  the  American  people  for 
many  years. 

The  two  commissions  sailed  for  Europe  on  April  26,  1913.  The  evi- 
dence of  the  American  Commission  was  submitted  to  the  Senate  on  Oc- 
tober 20,  1913,  its  observations  on  December  5,  1913,  and  a  minority 

•  The  "then  newly  appointed  Ambassador  to  France"  was  Myron  T.  Herrick. 
Mr.  Hcrrick  selected  Edwin  Chamberlain  of  San  Antonio.  Texas,  Edward  N.  Brcitunjg 
dT  i&rquette.  Michigan,  and  R.  Ingalls  of  Atchtson,  K^sas,  to  help,  him  in  bis 
rural^wlits  investigations.  With  their  assistance  he  prepared  his  '  Preliminary  Report 
™  Lind  and  Agricultural  Credit."  ^  Mr.  Her  rick  wa^the  principal  speakcrat  the 
meeting  at  Delaware  and  Elyria.  Ohio,  and  at  New  Orleans,  and  he  mtrodnwd  the 
Tc^olutSn  that  led  the  American  Bankers'  Association  to  take  "P/He  study  of  ttiwl 
credits  Parmdy  W.  Herrick  is  his  son,  and  Mortimer  H.  Laundon  is  a  member  ot 
the  exccutlre  staff  id  Us  Ckvelsnd  ^fee* 
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gWrton  Fefamry  Hj-  1914    The  United  States  Commission  submitted 

^TT^^        ^Jt'"^       ^^^4-   The  aggregate  expenses  of 
«neinoere  ot  toe  American  Commission,  with  the  outlay  of  the  Euro- 

Coi"mi!t.l  ««uitiine  Congrea  had  started  investigations.    The  House 

SeZ  SLTeM  ^?  ^"'^f"^  *  subcommittee  on  rural 

credus  that  held  meetmgs  from  December  3,  1M3,  to  February  12,  1914 
The  Senate  Committee  on  Banking  and  Currency  created  a  simili^ 

llnL  l^'^ty-""^^ "ons  were  heard.  Two  of  them  represented  Sc^Na- 
bonal  Farmers'  Umon;  none  of  the  rest  appears  to  have  beenlcS^fted 
werrL^nr'"'  organizations;  thi,S-S^ 

STuSS^Str^^/T'^'"^"'  go^^'-n^ent  officials,  or  ex-membe^  of 
«teUmted  States  and  American  commissions.  Their  testimony  fills  1,287 
pa^and  «u^  of  it  1S_  repetition  of  the  evidence  and  conclusbns  in  ihe 

iSSo  t^**.:^*'*^^?!?*:  «P^"t  $2,323.50  and  the  House 

xSfK  li^p'S^Sf  subcommittees. 
F  H.n-     f  m'^S'  ^S?^  fro"  the  chairmen.  Senator  Henry 

F  Hoihs  of  New  Hampshire  and  Representative  Robert  J  BulkSy  of 
Ohio  was  drafted  by  the  subcommittees  and  mtroduced  simuhaneously 
in  the  Senate  and  House  on  May  12,  1914.  Senator  Fletcher  i^o  was 
chairman  of  both  the  United  States  and  AmeriSm  a^^foi^  Ld 
already  mtroduced  a  bill  on  August  9,  1913,  which  in  iS^S  W 
and  under  the  name  of  the  Fletcher-Moss  bill  is  understoTto  be ^ 

told.  e,ghty-six  measures  relating  to  rural  credits  have  been  introduced 
Se^iS  duplicates  resolutions,  and  the  bills  proving  for 

Jte  creation  and  expenses  of  the  commissions  and  the  subcommittaML 

"'^^^  exclusively  to  land  credit. 

pasS  A^lStf '.ndVl^'TT  fr!)!^  McCumber  amendment 
passed  the  benate,  and  on  March  1,  1915.  another,  called  the  Bulklev 

biSl' Th'e        ^'^'^  %  Agriculti;:i  App  2 

pmton  bdL   The  fonner  provided  for  the  establishment  in  the  Treas- 
ury Department  of  a  burean  of  farm  credits.  *mnr>w«*^  f  "•       v  j 

and  to  continue  in  existence  as  1^  S 

bonds  at  par."   The  money  ra  J  JLerSy  wJ^S^,^'  ^ 

m  buymg  farm  mortgages  from  national  a^state  bJ^  SLd^J^ 

bank  was  to  have  the  right  to  be  declared  a  purchasing^ S tCunS 

States  Government  for  this  purpose.   Ten  million  dollarrw"e  to  hTaSh 

propnated  to  start  business.    The  second  rider  provided  fo^  a  fScS 

Wfoan  board  and  a  system  of  semi-public  insStutionJ  Z^  j^^o 

SJliSSft  °^  ^""^  mortgages  obtained  from^rSnS 

farm-loan  assocurtions.   The  Federal  Government  was  to  be  reaS  to 
buy  an  amowit  of  these  bonds  that  might  equal  $50,000.^  a  yeT^ 

Wbiished  a  jomt  committee  of  twelve  members  of  the  Senate  and  House. 

tw  "7*%T'°7'*  °"  ^  committee  was  organized 

two  days  later.  It  must  prepare  and  submit,  hy  January  1  1916  I  bH  or 

bills  providing  for  a  system  of  rural  credite  adantedte  Ar^ariJ  a 
and  conditions.    The  chairman  is  Ho?  GStT^^Ji^iS 
appropriation  for  expenses  is  $10,000.  V»»n».  The 

Other  important  legislation  bearing  on  rural  credits  has 

i^?Ss  to^d'^  ""''r'  ^"^T.^'^  containsTSus^luSSri^ 
»^  banks  to  discount  six-months'  agricultural  or  live-stock 

another  clause  authorizing  any  national  bank  (not  located  k  a  ^Sii^ 


serve  city)  to  invest  oae-foordl  of  capital  stock  and  surplus  or  one-third 
of  time  deposits  in  five-year  farm-mortgage  loans.  Also,  the  act  for  re- 
claiming arid  lands  was  amended.  This  act,  passed  in  1902,  created  the 
Rerlamatkm  Service  and  s^  aside  for  its  purposes  all  except  five  per  cent 
of  die  monqr  to  come  from  the  sale  and  disposal  of  poUic  lands  in  nxtecn 
states.  This  has  amounted  to  ^^1377271,  and  has  been  used  m  irriga- 
tion projects.  The  cost,  apportioned  among  the  tracts  improved,  was  re- 
quired to  be  paid  by  the  settlers  in  ten  annual  instalments.  In  1914  the 
period  was  extended  to  twenty  years.  The  Reclamation  Service  has  also 
been  authorized  to  borrow  $21,000,000  to  complete  its  work.  The  settlers 
are  not  charged  interest.  This  is  one  of  the  greatest  instances  of  govern- 
ment aid  for  farmers  in  the  world.  In  the  states,  laws  have  been  yna^H 
as  follows: 

Arizona. — In  1915,  a  law  permitting  the  proceeds  of  state  lands  to  be 
invested  in  mortgage  loans  on  farm  lands. 

Caufoenia.— In  1913,  a  law  on  mortgage  insurance  companies.  In 
1915,  a  resolution  to  amend  the  constitution  so  as  to  empower  the  state 
to  use  its  casli  and  credit  for  a  system  of  land  adonizatkni  and  rural 
credits. 

Colorado.— In  1915,  a  law  permitting  ftmds  derived  from  cotab  pob- 
Uc  lands  to  be  invested  m  mortgage  loans  on  farm  lands. 

GscffiGiA. — ^In  1915,  a  resolution  memorializing  Congress  to  pass  a  st^e- 
aid  measure  known  as  the  "Rural  Credits  System  Bill"  pending  in  the  Na^ 
tional  House  of  Representatives  during  the  last  session. 

Indiana. — In  1913,  a  law  on  rural  loan  and  savings  associations  that 
authorizes  the  state  auditor  to  act  as  trustee  for  the  holders  of  the  bonds 
of  such  associations. 

Kansas. — In  1915,  a  law  authorizing  building  and  loan  associations  to 
issue  privileged  rural-credit  shares ;  also  a  law  permitting  the  owner  of  a 
farm  mortgage  deposited  with  the  state  treasurer  to  issue  debentures  cer- 
tified by  t^  (rfkial  to  the  effect  that  the  title  is  perfect  and  the  security 
an^e 

XimiszAHA. — ^In  1912,  a  constitn&mal  amendment  authorising  tiie  ex- 
emption from  taxation  of  lands  inqproved  as  homesteads  by  or  for 
grants.  In  1914,  a  law  permitting  die  owner  of  farm  lan<b  to  issue  cou- 
pon bonds  upon  the  security  of  the  property  without  any  personal  liabiliiy 
against  himself.  The  bonds  may  be  made  payable  to  bearer  and  r^s- 
tered  with  the  clerk  of  the  county  court  The  property  shall  be  appraised 
by  a  committee  of  three  cashiers  of  banks  in  the  parish  in  which  the  prop- 
erty is  situated.  Two  of  this  committee  shall  be  appointed  by  the  dis- 
trict judge.  The  mortgage  shall  run  in  the  name  of  the  sheriff  and  pro- 
vide for  a  confession  of  judgment  in  favor  of  the  future  bondholder. 

Massachusetts.— In  1909,  a  law  on  credit  unions.  In  1915,  an  amend- 
mend  of  this  law  to  permit  the  credit  unions  to  issue  bonds  and  make 
40-year  farm-mortgage  loans.  Also  a  law  on  farm-land  banks.  Such 
credit  unions  and  banks  are  exempt  f rcmi  taxation. 

MiKHBSorA,— In  1915,  an  act  audiorizing  an  amendment  to  die  con- 
stitution so  as  to  permit  permanent  school  and  university  funds  to  be 
mvested  in  mortgage  loans  on  farm  lands. 

Mississippi. — In  1914,  a  resolution  memoralizing  Congress  to  pass  one 
of  the  bills  pending  in  the  last  session  to  authorize  the  United  States  to 
borrow  upon  its  bonds  money  to  lend  to  farmers;  also  another  resolution 
memorializing  Congress  to  establish  a  system  of  land-credit  banks  with 
power  to  issue  bonds,  circulating  as  currency,  and  guaranteed  by  the 
United  States,  for  the  purpose  of  raising  money  to  lend  on  farm  mort- 
gages for  improving  land. 
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Missouri,— In  1915,  a  special  act  creating  The  ICissoori  Land  Bank," 
to  be  managed  by  the  state  bank  commissioner,  under  tiie  supervision  of 

a  board  composed  of  the  governor,  attorney  general,  secretary  of  state, 
state  treasurer,  and  state  auditor.  The  bonds  of  the  bank  shall  be  ex- 
empt from  taxation,  guaranteed  by  the  state,  and  legally  used  as  an  invest- 
ment for  public  and  fiduciary  funds.  The  proceeds  of  the  bonds  shall  be 
loaned  on  mortgages  on  farm  lands.  The  law  appears  to  be  unconstitu- 
tional, so  the  bank  has  not  yet  been  formed. 

,  Montana.— In  1915,  an  act  creating  the  Department  of  Farm  Loans 
with  the  state  treasurer  as  commissioner  and  the  county  treasurers  as 
local  representatives.  The  Department  may  issue  bonds  in  $100,000  series 
at  not  to  exceed  five  per  cent  mterest  per  annum  for  the  purpose  of  rais- 
mg  money  to  lend  on  farm  lands.  The  mortgages  shall  be  repayable  by  a 
semi-annual  annuity  of  four  per  cent  and  exempt  from  taxatkm.  The 
mortgagors  of  each  series  shall  be  jdntly  and  severally  liable  for  the 
defaults  of  one  another.  Also  a  new  law  on  title  insurance  companies. 

New  York.— In  1913,  a  law  on  credit  unions.  These  are  tax-exempted. 
In  1914,  a  special  act  creating  the  "Land  Bank  of  the  State  of  New  York." 
This  institution  is  exempted  from  all  taxation,  and  the  state  comptroller 
must  serve  as  trustee  for  its  bonds.  The  proceeds  of  the  bonds  shall  be 
invested  in  mortgage  loans  on  farm  lands. 

North  Carolina.— In  1915,  a  law  on  credit  unions;  these  have  tax 
exemptions.   Also  a  law  on  land  and  loan  associations. 

NoKTH  Dakota.— In  1915,  a  resolution  to  amend  the  constitution  so 
that  Ae^  state  may  provide  for  the  formation  of  rural  agricultural  credit 
associatVMis  and  establish  a  loan  fund  hy  pledging  its  credit,  or  otherwise, 
for  the  purpose. 

Oklahoma.— In  1915,  a  law  to  authorize  the  state  to  sell  upon  long- 
term  mortgages  its  public  lands  to  settfers  undertaking  to  improve  tiie 
same. 

Oregon.— In  1915,  a  law  on  cooperative  bamks.  Also  a  law  on  credit 

unions;  these  are  not  liable  to  taxation. 

Pennsylvania.— In  1915,  a  law  authorizing  cooperative  banking  asso- 
ciations to  become  banks  of  discount  and  deposit. 

The  Philippine  Islands.— In  1908,  a  special  act  creating  the  govern- 
ment "Agricultural  Bank."  This  institution  has  been  supplied  with  pub- 
lic funds.  In  1915,  a  law  on  agricultural  credit  cooperative  associations. 
These  have  certain  tax  exemptions. 

PoMO  Rico.— In  1915,  a  special  act  creating  the  semi-public  "Insular 
Bank  of  Porto  Rico"  for  extending  credit  on  farm  land  and  to  agri- 
cnhto^  enterprises. 

Rhcnqb  IsLA3n>.~In  1914,  a  law  on  credit  unions.  These  enjoy  caiain 
tax  exemption.  In  1915,  a  new  kiw  on  loan  and  investment  companies. 

South  Carolina.— In  1913,  a  law  permtttuig  banks  to  invest  three- 
fourths,  instead  of  one-half,  of  their  capital  stodcs  in  real-estate  mort- 
gages.  In  1915,  a  law  on  cooperative  unions. 

South  Dakota.— In  1915,  a  resolution  to  amend  the  constitution  so 
as  to  permit  the  state  or  contiguous  counties  to  maintain  sjrstems  for 
rural  credits  and  farm-land  loans. 

Texas.— In  1913,  a  law  on  rural  credit  unions. 

Utah.— In  1915,  a  law  on  cooperative  banks  for  personal  credit.  Also 
a  law  on  cooperative  land-credit  banks.  The  state  treasurer  is  required 
to  serve  as  trustee  for  the  bonds  of  such  banks. 

Vermont.— In  1915,  a  law  exempting  mortgages  from  taxation  if  they 
represent  the  whole  or  a  part  of  the  purchase  price  of  real  estate  or 
taagitde  personal  property  and  do  not  bear  interest  to  exceed  five  per 
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cent,  a  year.  Also  a  law  respecting  cooperative  savings  and  loan  asso- 
ciations. 

WiscoKSiH.— In  1913,  a  law  on  cooperative  credit  associations.  Also 
a  law  on  laud-mortgage  associations;  if  bcmds  are  issued  tiie  mortgages 
saeuring  the  same  shall  be  certified  as  to  vafaie  by  the  assessor  of  incomes 
and  deposited  with  the  state  treasurer  as  trustee  fen*  the  hdders. 

This  survey  of  the  laws  enacted  and  proposed  disdoses  a  pronounced 
tendency  towards  state  aid,  tax  exemptions,  and  class  l^slation.  In 
foreign  countries  government  has  never  intervened  by  such  a  use  of  its 
cash  and  credit  or  special  privileges,  except  where  there  was  a  crying 
need  for  it.  Tax  exemptions  are  a  means  of  encouraging  thrift,  and  are 
never  accorded  except  with  restrictions  as  to  amount.  To  do  otherwise 
would  be  wrong,  because  it  would  place  the  surplus  of  wealth  in  competi- 
tion with  the  savings  of  the  poor,  and  afford  the  rich  an  opportunity  to 
escape  paying  their  just  proportion  of  the  expenses  of  government  by 
investment  in  tax-exempted  deposits,  shares,  and  bonds.  The  European 
public  or  semi-pnUic  bureaus,  commissions,  land-credit  banks,  funds,  and 
foundaticms  that  eadst  were  established  for  breaking  up  the  feudal  or 
otiier  oppressive  qrstems  of  land  tenure,  or  for  distributing  money  ob- 
tained or  approiHiated  for  ignorant  and  in<^[eiit  peasants,  or  for  re- 
lieving distress  occasioned  bgr  wars  or  natmral  causes,  or  for  meeti^ 
problems  arising  from  compulsory  military  service,  absenteeism,  dty  eoo- 
gestion,  land  reclamation,  interior  colonization,  or  political  necessities. 

In  the  United  States,  however,  government  is  now  being  asked  to 
assist  all  classes  and  conditions  of  farmers.  And  yet  the  American 
Commission,  assembled  by  the  Southern  Commercial  Congress,  said  in 
its  report  that  the  "problem  of  rural  credit  should  be  worked  out  without 
government  aid."  The  United  States  Commission,  which  accompanied 
the  American  Commission  to  Europe,  in  its  report  asserted  that  "it  is 
our  opinion  that  such  aid  should  not  be  extended  in  the  United  States." 
The  Secretary  of  Agriculture,  Mr.  Houston,  stated  in  his  annual  report 
for  1914  that  "there  is  no  emergency  calling  for  the  use  of  the  Govern* 
meuf  s  cash  or  the  Government's  credit,"  while  President  Wilson,  in  his 
message  to  Omgress  cm  December  2,  1913^  boldfy  dedbred  that 
fanners,  of  course,  ask  and  should  receive  no  spedal  pdhrik^  sodi  as 
extending  to  them  the  credit  of  the  Government  itsdf  * 

Public  or  semi-public  establishments  are  a  means  for  subsidizing 
rather  than  for  financing  their  beneficiaries.  Investors  in  the  securities 
of  institutions  created  or  assisted  by  the  state  look  to  it,  and  not  to  the 
land  or  its  owner,  for  the  return  of  their  money.  Consequently,  such 
institutions  have  not  a  true  land-credit  character,  and  so  their  presence, 
by  discouraging  private  enterprise  and  by  doing  away  with  the  necessity 
of  enacting  proper  legislation,  might  cause  as  much  harm  as  good.  The 
organization  of  land  credit  depends  upon  mobilizing  land  values.  For 
this  there  must  be  cheap  and  easy  procedure  for  proving  titles  and  for 
recovering  defaulted  loans,  as  well  as  institutions  for  giving  marketabil- 
ity to  mortgages  or  securities  based  on  tibe  mortgages. 

The  first  requirement  has  been  met  by  Torrens  systems  in  Calif cmiia, 
Colorado,  Illinois,  Massachusetts,  Minnesota,  Mississippi,  Nebraska,  New 
York,  North  Carolina,  Ohio,  Or^on,  and  Waaht^irton.  The  Commia- 
sioners  of  Uniform  State  Laws  have  drafted  a  model  for  a  Torrens  act, 
and  the  prospects  are  bright  for  its  adoption  in  other  states.  But  Ae 
second  requirement  is  lacking  in  many  states;  their  real-estate  laws  are 
dissimilar  and  defective  in  regard  to  foreclosure  and  redemptions.  The 
removal  of  this  trouble  is  as  important  as  the  enactment  of  laws  for  the 
formation,  management,  and  sup^rviiion  of  land-credit  ifwtitwtHHM. 
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CHAPTER  II 


THE  OLD  FARM  XOKTGAGB  CKAZB 

The  movement  for  rural  credits  should  have  been  begun  with  the 
peace  at  Appomattox.  The  reconstruction  work  in  the  South  and  the 
n^d  settlement  of  the  West  after  the  Civil  War  increased  the  demand 
for  money  beyond  existing  supplies,  and  overtaxed  banking  and  financial 
facilities.  Commerce,  industry,  and  the  building  of  railroads,  towns,  and 
cities  were  given  the  first  attention.  Agriculture  was  overlooked— and  at 
the  very  time  when  it  was  rapidly  assuming  great  international  im- 
portance. « 

The  extension  of  railroads,  the  grants  of  bounty  lands  to  ex-aoWicra, 
the  breaking  up  of  the  Southern  plantations,  and  the  opening  np  of  the 
public  domain  led  to  a  forward  movement  to  the  land  such  as  the  world 
had  never  seen  before.  The  opportmiity  to  get  a  homestead  free  from 
the  Government  or  cheap  on  mortgage  from  the  original  owner  was  an 
irrettstiUe  temptation.  Then  came  the  mvention  of  the  reaper,  the  har- 
vester, and  other  labor-saving  machinery,  which  on  level  ground  so  en- 
larged the  individual  power  of  man  as  to  bring  about  a  complete  revolu- 
tion in  agriculture.  The  smallest  area  desired  for  a  farm  was  the  quarter 
section;  so  the  hill  country  and  smaller  farms  in  the  older  states  were 
abandoned,  and  the  prairies  became  rapidly  settled. 

As  long  as  any  open  range  remained  the  chief  aim  of  the  emigrant 
settlers  was  to  buy  machinery  and  plenty  of  land  on  which  to  operate  it 
The  inordinate  demand  for  land  and  the  rise  in  the  price  of  exportalrfe 
products  caused  an  astonishing  advance  of  values  in  Southern  and  West- 
em  real  estate  and  brought  on  a  fever  of  speculation.  The  abandcnmient 
of  Eastern  farms,  and  consequent  travel  and  tran^ortatira,  occaricmed 
enormous  expenditures  and  waste.  The  loss  did  not  stop  upon  arrival 
of  the  settlers  in  the  new  regions,  because  many  located  without  any 
idea  of  permanent  pcMsession,  but  simply  to  hold  for  a  higher  price  and 
move  farther  on.  Tins  shifting  of  the  population  was  bad  for  both  the 
farmers  and  agriculture.  Cooperation  was  unpracticable  in  the  face  of 
such  frequent  changes,  and  amoi«  persons  of  unknown  antecedents  or 
without  common  local  traditiims,  whfle  careless  cultivation  resulted  in 

luckless  robbing  of  the  soil.  ^ 

But  there  was  apparently  no  need  of  provident  or  scientific  methods, 
because  it  was  the  day  of  the  single  crop— cotton,  corn,  wheat,  or  cattle— 
when  the  land  yielded  the  abundance  of  its  pristine  fertility.  Peasants 
in  the  old  world  were  utterly  unable  to  compete  in  growing  any  of  tiiese 
staples  with  the  American  farmers  aided  by  nature  wid  machinery.  The 
United  States  became  dominant  m  theh*  martets,  and  hrotQ^t  on  a  crws 
in  rural  Europe,  but  only  temporarify.  Most  of  the  aificted  countries 
quickly  overcame  their  disadvantage  hf  the  use  of  fertilizers  and  by  im- 
proved and  more  intensive  cultivation;  by  the  practice  of  long-term 
niorMs>«»  which  %htened  the  debt  burden  of  the  peasantry;  and  above 
an,  through  the  introduction  of  co^eration,  which  enabled  the  peasants, 
poor  tiio^  they  were,  1o  amibine  their  resources,  acquire  modem  im- 
plements and  machhiefy,  and  adapt  themselves  to  the  new  order  of 
tilings. 

While  this  readjustment  was  going  on  in  Europe,  American  agriculture 
continued  without  thought  of  the  future.  The  farmers  were  unorganized 
and  unthrifty.  Each  man  was  for  himself.  In  his  new  location  the 
settler  held  as  large  a  farm  as  he  could  operate  with  machinery,  and, 
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wfth  bttt  gnessworfc  knowledge  of  what  the  s(h1  was  fit  for,  raised  only 
thwe  crops  whidi  had  a  foreign  market,  regardless  oiF  the  needs  of  hii 
own  country.  He  bought  his  farm  on  mortgage  and  built  his  new  home 
and  made  improvements  in  the  same  immethodical  way.  He  borrowed 
money  to  purchase  live  stock  and  equipment,  put  off  payment  for  his 
expensive  machinery  and  household  necessities  from  harvest  to  harvest, 
and  trusted  to  the  continuance  of  good  times  and  high  returns  to  enable 
him  to  meet  his  obligations. 

Credit  was  extended  by  country-store  merchants  and  implement  dealers, 
and  cash  loans  were  made  with  deposits  and  savings  by  commercial 
banks,  brokers,  and  companies,  most  of  whom  were  tempted  by  fat  fees, 
usurious  interest,  and  the  gullibility  of  investors.  The  charges  to  the 
borrower  were  heavy,  but  the  credit  was  easy  so  far  as  the  amomt  was 
concern^  and  so  was  tovishly  used.  In  Kansas  and  Ndbradm  tttt$  was 
particuhirly  At  case,  and  led  to  mjndickms  devetopment  far  oat  in  tiie 
semkurid  rci^ons  where  tiie  weadier  alwiQrs  is  precarioos.  The  seasou 
dnrhig  the  first  yem,  howevtt,  were  unusually  firo  and  tran^ortirtioa  was 
not  available  for  At  bumper  crops  which  were  harvested. 

Then  from  various  economic  causes  the  prices  of  commodities  began 
to  fall  Perhaps  the  chief  cause  was  overproduction,  the  result  of  con- 
temporaneous development  throughout  the  world  of  land  and  sea  trans- 
portation, refrigeration  in  steamships,  and  the  use  of  machinery  in  the 
fields  of  Russia,  South  America,  and  Australia.  The  downward  fluctua- 
tions in  the  West  of  the  United  States  reduced  wheat  to  45  or  50  cents 
a  bushel,  com  to  13  or  14  cents  a  bushel,  and  cattle  to  3%  cents  a  pound. 
These  prices  were  lower  than  the  costs  of  production.  Coal  was  29  cents 
a  bushel  at  the  raikoad,  so  the  "sod-busters'*  on  tiie  prairies  ploughed 
under  their  fodder  and  burned  Hmr  grain  for  fnd.  The  fever  of  speoip 
lation  sttddenKy  subsided.  All  the  credit  was  short-tom;  even  die  rol- 
estate  loans  ran  only  three  or  five  years.  When  it  was  called  during 
the  agricultural  and  financial  depression  which  followed,  the  Western 
farmer  was  found  to  be  inextricab^r  involved  in  debt  to  an  unsympathetic 
system  that  had  eaqploited  his  hopes  and  ambitions  with  as  little  rcgv4 
to  the  consequences  as  he  had  given  to  them  himself. 

Financial  conditions  in  the  West  became  alarming.  The  Democrats 
believed  that  they  were  due  to  a  deficiency  in  per  capita  circulation,  and 
advocated  the  free  and  unlimited  coinage  of  silver  at  the  fixed  ratio  of 
sixteen  to  one.  The  Farmers'  Alliance,  the  Grange,  Grangers,  Patrons 
of  Husbandry  and  Agricultural  Wheels  suspected  "that  the  large  amassed 
fortunes  in  the  East  were  being  used  through  brokers  and  loan  com- 
panies to  procure  mortgages  on  their  homes  with  tike  intention  of  dis* 
possessing  them  at  forced  sale,  and  by  this  insidious  process  to  convert 
the  Sotrth  and  West  into  a  bnd  of  lords  and  tenants,  as  In  Irdand.** 
So  they  directed  their  attacks  against  the  trusts  and  capitalists,  and 
clamored  for  the  suppreswm  of  gnun  elevators  and  the  establishment  in 
their  stead  of  subtreasury  warehouses  for  farm  products.  The  People's 
parly,  which  adopted  and  then  outstripped  these  notions,  declared  the 
country  to  be  "on  the  verge  of  political,  moral,  and  material  ruin  "  and 
proclaimed  an  upheaval  of  society  and  a  complete  reformation  of  gov- 
ernment. The  legislatures  and  the  courts  in  some  of  these  Western 
states  were  imbued  with  this  revolutionary  spirit.  In  1891  Texas  passed 
a  law  preventing  aliens  from  acquiring  any  title  to  real  estate  within 
its  borders.  This  drove  out  nearly  all  the  mortgage  companies,  because 
none  that  had  an  alien  among  its  stockholders  could  take  property  under 
foreclosure.  In  Kansas  and  Nebraska,  Populist  judges  refused  to  render 
judgments  against  defendant  formers  whrai  tfaqr  thought  had  defanlled 

9 


through  no  fault  of  their  own.  In  1893  Kansas  passed  a  stay  law  that 
postponed  foreclosure  for  three  and  one-half  years  after  default. 

This  groping  in  the  dark  and  error  of  opinion  were  not  strange,  because 
at  that  time  agriculture,  both  as  a  science  and  as  an  industry,  was  in  its 
experimental  stages  in  the  United  States,  while  investigation  had  not  yet 
brought  to  light  the  serious  defects  in  currency  and  banking  that  had 
intensified  financial  trouble  at  every  disturbance.  The  real  causes  and 
the  proper  remedies  of  the  agricultural  difficulties,  however,  are  now 
plainly  evident.  If  the  farmers  bad  been  organized  cooperativebr,  ^ 
certainly  would  have  avoided  many  of  their  errors  and  troubles.  The 
absence  of  cooperation  and  Ae  practice  of  «ngle-crop  farming  and  short- 
term  mortgaging  had  nmcfa  to  do  the  era^  m  ISSS  of  the  farm- 
mortgage  erase. 

The  mortgage  business  which  eventually  expanded  into  this  craze  kept 
pace  with  ^  development  of  the  omntry,  reaching  Illinois  in  the  fifties 
and  pas^ng  the  lfis«issi^i  River  between  the  fifties  and  the  sixties, 
and  the  Missouri  River  about  the  eighties  of  the  past  century.  It  was 
started  by  excellent  men  under  favorable  auspices.  In  1849  Benjamin 
Lwnbard  wait  from  Massachusetts  to  Illinois,  and  five  years  later  began 
to  make  loans  in  that  state  for  eastern  investors.  About  the  same  time 
Quaker  farmers  of  Chester  and  Delaware  counties,  Pennsylvania,  were 
lending  money  in  the  West  through  agencies  established  for  that  pur- 
pose. The  founder  of  the  firm  of  George  W.  Moore  &  Company,  of 
Hartford,  Connecticut,  was  selling  to  his  New  England  friends  farm 
mortgages  from  near  Chicago  in  1856,  when  he  had  to  travel  west  from 
Buffalo  by  stage. 

Austin  Corbin— later  famed  as  the  founder  of  the  first  national  bank 
in  the  United  States  and  the  builder  of  the  Long  Island  railways— wait, 
in  1851,  from  New  Hampshire  to  Davenport,  Iowa,  with  the  intention 
of  practicing  law.  In  1852  he  formed  the  banking  firm  of  Maddot  & 
Corlnn,  and  through  the  aud  of  his  former  partner.  Governor  Ralph 
Metcalf,  of  New  Haiqpshire,  and  otho*  New  Ei^^mters,  he  obtained 
large  amounts  of  eastern  money  for  tnvestmrat  in  farm  nK>rtgages  and 
~  other  securities  in  the  Middle  West.  The  railroads  were  just  beginning 
to  be  built  through  that  section.  The  Mississippi  &  Missouri  and  the 
Chicago  &  Rock  Island  were  extending  their  lines  through  the  South  and 
West;  in  1856  the  Mississippi  River  was  first  spanned.  Mr.  Corbin's 
activities  were  extended  with  the  railroads.  His  old  books,  preserved  by 
his  son,  Austin  Corbin,  of  New  York,  show  that  he  made  farm  loans 
for  eastern  investors  at  Davenport  in  1855,  and  in  Adair  County,  Iowa, 
in  1858.  In  1860  he  sold  farm  mortgages  from  Mississippi.  He  con- 
tinued to  take  farm  mortgages  from  the  West  after  his  return  to  New 
York  in  1865,  and  placed  loans  on  farm  lands  near  Wichita,  Kansas,  in 
the  seventies  after  the  railroad  readrad  that  city.  In  view  of  the  early 
impetus  that  he  gave  to  it,  Mr.  Corlmi  may  be  called  the  father  of  tiie 
western  farm-loan  Imsiness. 

In  1865  Daniel  K.  Pearson  established  at  Qiicago  the  firm  now  named 
the  Pearson*Taft  Land  Credit  Company,  which  claims  by  this  succession 
to  be  the  oldest  existing  omcem  exdnsiv^  engaged  in  lending  money 
upon  farm  lands.  The  fine  recwd  of  this  and  a  few  other  companies  from 
pioneer  days  furnishes  a  striking  example  of  the  profit  to  lender  and 
benefit  to  borrower  in  the  American  farm-loan  business,  when  properly 
managed.  Mr.  Pearson,  a  benevolent  but  very  practical  man,  undertook 
in  1867  the  funding  for  individual  farmers  of  their  expiring  contracts 
with  the  XUinots  Central  fiaikoad.  He  saved  his  Illinois  clients  their 
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homesteads,  and  later  did  the  same  service  for  Minnesota  pioneer  farmers 
in  their  time  of  need.  He  encouraged  the  use  of  tile  drainage  in  Illinois 
in  1878,  and  advanced  to  many  a  farmer  the  necessary  money  to  improve 
a  farm  about  to  be  abandoned  because  of  wet  soil. 

In  the  seventies,  western  farm  mortgaging  became  a  specialized  busi- 
ness. The  men  and  companies  that  entered  it  were  too_  numerous  to 
mention.  They  rapidly  pushed  the  business  beyond  Illinois,  throughout 
Missouri,  Wisconsin,  and  Iowa,  and  over  the  frontier  wherever  pionetrs 
had  settled.  Among  the  most  enterprising  of  the  mortgage  homes  was 
Bumham,  McKmlqr  &  Company,  a  firm  composed  of  A.  C  Bmrnham, 
J.  B.  MciOnley,  and  CoL  L.  W.  TnU^  three  lawyers  of  OttAipaign, 
Illinois,  who  had  been  handling  loans  for  clients  for  a  number  of  years. 
Mr.  McKinley  was  a  cousin  of  President  McKinlqr  and  uncle  of  William 
B.  McKinley,  the  traction  ma^ate.  More  money  was  offered  than  could 
be  invested  in  Illinois,  and  the  firm  opened  an  office  at  Ottumwa,  Iowa, 
in  1874,  and  moved  to  Council  Bluffs,  Iowa,  in  1875.  From  this  point 
it  ventured  across  the  Missouri.  Its  loans  were  made  in  Iowa  at  10  per 
cent,  interest  and  10  per  cent,  cash  commission,  and  in  Nebraska  at  12 
per  cent,  interest  and  10  per  cent,  cash  commission.  Colonel  Tulleys 
relates  that  "funds  poured  in  upon  us,"  and  "quite  a  deal  came  from 
England." 

These  were  the  prevailing  rates  for  loans  in  pioneer  days,  and  th^r 
had  been  easily  paid  by  the  early  farmers  on  the  lands  watered  by  the 
Ohio.  No  one  tiiou^t  that  conditions  wooM  be  way  different  on  the 
boundless  prairies  that  were  now  to  be  opmed  np*  Afl  were  cooident 
and  oblivious  of  tihe  fotnre.  Thousands  upon  tiioasands  of  piooem 
needed  monqr  for  their  homesteads  and  were  wilfing  to  pay  the  top 
price  for  the  use  of  it  for  three  or  four  years.  The  onrush  of  immi- 
grants increased  the  demand,  and  the  possibilities  of  the  farm-loaa  busi- 
ness at  last  appealed  to  men  of  prominence  in  financial  circles. 

Foremost  among  these  was  Henry  Villard,  the  highly  educated  and 
talented  German-American,  who  migrated  to  Belleville,  Illinois,  in  1853. 
studied  law,  drifted  into  journalism,  became  a  famous  war  correspondent, 
and  finally  made  and  lost  a  fortune  in  railroading.  Mr.  Villard's  control 
of  the  Oregon  &  California  and  the  Northern  Pacific  railroads  and  his 
receivership  of  the  Kansas  &  Pacific  gave  him  wide  knowledge  of  the 
West.  He  was  familiar  with  the  methods  of  financing  farmers  in  his 
native  country,  and  strove  to  introduce  them  in  the  United  States.  In 
1869  he  wrote  an  art^  on  cooperative  bankmg  for  the  American  Social 
Science  Association,  of  which  he  was  secretary.  From  1870  to  1874  he 
sojourned  in  Europe,  and  while  there  he  made  a  study  of  long-term 
mortgaging  and  interested  the  Bankvereim,  one  of  the  large  B^lin  banks, 
in  a  project  for  forming  an  American  company  for  this  purpose. 

The  circulars  which  Mr.  Villard  published  in  furtherance  of  his 
project  referred  to  the  proposed  company  as  the  "Credit  Foncier"*  and 
"Mortgage  Bank,"  and  described  its  object  as  investment  "in  mortgages 
in  the  Western  States."  His  correspondence  (which  his  son,  the  editor 
of  the  New  York  Evening  Post,  has  permitted  us  to  read)  shows  that 
he  had  long-term  mortgaging  in  mind.  He  interested  the  following  men : 
William  Endicott,  Jr.,  James  B.  Thayer,  J.  M.  S.  Williams,  J.  Warren 
Merrill,  Albert  Crosby,  Henry  S.  Russell,  Edward  Atkinson,  Peleg  W. 
Chandler,  Corydon  Bedcwitii,  Charles  H.  Daltcm,  Abner  L  Benyon,  Rn- 
dolph  Sdilddoit  Seth  Turner,  Gewge  B.  Cla^  David  R.  Greene,  John  J. 
MdOnnoa,  Ansthi  Sramer,  Sam.  H.  W.  Wafley,  MnUiam  OaS6n^  and 
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Thomas  M.  Devens.  Most  of  them  were  influential  citizens  of  Boston, 
and  their  identification  with  Mr.  Villard's  project  attracted  much  attention. 

In  April,  1872,  these  associates  had  a  bill  introduced  in  the  Massachu-' 
setts  Senate  to  create  the  Massachusetts  Mortgage  Company.  The  bill  was 
passed  and  approved  on  May  6,  1873,  but  for  the  creation  of  the  Boston 
Mortgage  Company.  The  act  was  private  and  special  and  objectionable 
in  other  respects,  owing  perhaps  to  the  fact  that  Mr.  Villard  was  abroad 
at  the  time  of  its  passage.  The  company  was  dissolved  in  1892.  About 
the  same  time  a  similar  bill  was  introduced  in  the  Illinois  Legislature, 
as  appears  from  the  following  excerpt  from  a  letter,  dated  January  24, 
1872,  to  Mr,  Villard  from  Horace  White,  then  editor  of  the  Chicago 
Tribune:  "I  send  you  by  this  mail  a  copy  of  Greenbaum's  Credit  Foncier 
bill,  which  has  not  yet  passed,  but  I  think  will/' 

The  great  fires  of  1871  in  Chicago  and  1872  in  Boston  halted  progress 
on  these  two  projects,  Imt  the  opportunities  which  Mr.  Villard  saw 
attracted  a  group  of  men  in  New  York^  and  a  long-term  mortgaging 
company  was  chartered  in  that  state  in  1871  and  actually  began  to  do 
bnaioess.  This  was  the  United  States  Mortgage  Company.  Ite  incor- 
porators were  J.  Pierpont  Morgan,  Walter  H.  Boms,  Abie!  A.  Low, 
Henry  S.  Fearing,  Charles  G.  Landon,  Charles  Tracy,  Benjamin  R 
Hutton,  David  Hoadley,  John  J.  Cisco,  David  Dow,  Charles  H.  Marshall, 
Henry  A.  Hurlbut,  John  Steward,  Francis  Skiddy,  John  A.  Steward, 
Thomas  C.  T.  Buckley,  and  John  Auchincloss.  Its  charter  provided 
that  it  might  make  loans  "for  any  period  of  credit,  repayable  by  annuity 
or  otherwise."  This  company  was  heralded  as  the  model  of  the  Credit 
Foncier  de  France,  but  it  gradually  ceased  to  lend  on  farm  lands.  Defects 
in  the  real-estate  laws  presented  risks  which  the  managers  did  not  care 
to  assume.  The  concern  still  exists,  but  as  a  trust  company,  to  which  it 
was  changed  in  189L  Thus  the  idea  of  long-term  mortgaging  for  farmers 
was  abandcMMd  shortly  after  it  was  conceived,  and,  in  spite  of  the  strong 
men  bade  of  it,  left  not  the  faintest  impression. 

A  decade  before  the  withdrawal  of  the  United  States  Mortgage  Com- 
pany from  the  fidd  the  work  of  covering  the  South  and  West  with 
tiiree-  and  five-year  higfa-iaterest  mortgages  had  begun  in  earnest.  In 
1882  James  L.  Lombard,  with  his  oonsin,  Benjamin  (mentioned  above), 
formed  at  Creston,  Iowa,  the  Lombard  Investment  Company  of  gansas 
This  was  an  offshoot  of  the  Bank  of  Creston  which  the  Lcmibards  had 
formed  in  1872,  and  it  took  over  from  the  bank  the  real-estate  loan  bnsi* 
ness  which  Benjamin  Lombard  had  slowly  built  up  since  1854.  James  L. 
Lombard  was  more  daring  than  his  cousin,  and  in  188S  he  removed  the 
headquarters  of  the  company  to  Kansas  City,  Missouri,  where  he  formed 
the  Lombard  Investment  Company  of  Missouri  and  five  subsidiary  com- 
panies. Through  these,  in  the  heyday  of  his  glory,  he  was  making  loans 
and  financing  ventures  in  eighteen  states  and  selling  securities  throu|^out 
the  United  States  and  in  several  European  countries. 

Mr.  Lombard's  energy  and  persuasive  talent  made  him  peculiarly  able 
as  a  boomer  of  a  new  country,  and  he  set  a  pace  that  boosted  the  loan 
business  so  high  that  it  eventually  disappeared  in  the  blue  skies  over 
the  western  frontier  of  Kansas.  An  expanse  of  desert  and  the  Rocky 
Mountains  prevented  it  from  reaching  California,  but  it  cast  its  shadow 
over  Teacas  and  to  the  northward  over  Oregon  and  Washington.  Mr. 
Lombards  marvelous  success  in  getting  money  made  the  thing  look  so  easy 
that  farm  financing  and  town  booming  quicUy  became  a  popular  method 
of  exploiting  investors.  The  laws  themselves  were  a  temptation,  because 
generaUy  they  required  neither  paid^  capital  atodc,  reserves,  nor  mpm^ 
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!  vision,  and  the  field  was  overrun  by  as  bad  a  lot  of  financial  freebooters 

as  ever  preyed  upon  the  public. 

Companies  chartered  in  almost  all  the  southern  and  western  states 
I  were  thrown  into  abnormal  competition  with  one  another  in  both  lending 

money  and  seUing  securities,  and  the  craze  began.  Bank  clerks,  preachers, 
and  confidential  employees  who  had  acquaintance  or  influence  widi  de- 
positors of  savmgs  and  custodians  of  tmst  fmids  were  enlisted  w  in- 
vei|^  mto  service.  Farmers  were  made  agents  and  induced  by  the 
setting  of  heavy  oommissicms  to  spread  growing  stories  about  the  won- 
ders of  the  far-away,  single-crop  farming.  The  pressure  of  money  for 
investment  was  as  strong  as  the  demands  of  landowners  for  funds,  and 
the  East  was  flooded  witii  mortgages,  guaranteed  and  unguaranteed,  and 
with  bonds  and  debentures,  called  in  their  latter  ignominy  "jaybirds," 
because,  of  their  similarity  in  color,  tone  and  character  to  the  gaudy, 
raucous  and  rapacious  Kansas  songster. 

Farms  which  could  not  be  sold  at  any  price  were  easily  mortgaged 
for  more  than  they  were  worth ;  and  it  was  in  this  way  that  discouraged 
mortgagors  often  raised  the  money  to  take  them  to  homesteads  in  the 
\  immense  tracts  of  cheap  government  land,  which  during  that  period  lay 

\  open  as  a  refuge  for  disconsolate  borrowers  who  had  abandoned  tiucir 

old  hOTies  to  escape  interest  and  other  charges.  Perhaps  a  majority  of 
die  defonlted  mortgages  w^e  foreclosed  without  contest  Public  advtf- 
tisement  never  discovered  the  defendant;  he  was  afraid  of  the  defidenqr 
judgment  tfiat  was  entered  after  the  water  had  been  squeezed  out  of  the 
'  highly  speculative  values  upon  which  he  had  obtained  his  loan.  Some 

of  the  larger  companies  had  subsidiary  companies  to  take  over  land 
sold  under  judicial  sale  and  to  pay  for  it  by  making  new  mortgages  of 
I  their  own.    Not  infrequently  they  platted  the  vacant  land,  issued  "jay- 

birds" against  blanket  mortgages  on  townsites,  pocketed  the  proc^ds, 
and  left  the  paper  cities  to  be  built  by  the  oncoming  generation. 

At  the  height  of  the  craze  there  were  167  licensed  companies  selling 
southern  and  western  securities  along  the  Atlantic  seaboard.  These  were 
by  no  means  all  There  were  maiqr  other  companies  operating  in  states 
where  licenses  were  not  required,  besides  scores  of  individual  brokers  and 
agents.  Thirty-nine  companies  had  neaitr  800  agents  in  New  Yofk  State 
atone  In  Massadmsetts  the  sales  of  the  securities  for  jtstn  amounted 
to  ten  to  twelve  millions  of  dollars  amniallgr.  These  securities,  as  dien 
generally  understood,  were  liens  on  farm  or  dty  property  in  that  part 
of  the  West  b^pnning  at  the  Mississ^^  River  and  ending  at  the  ninety- 
j  eighth  or  ninety-ninth  meridian,  but  extended  to  North  Dakota,  South 

Dakota,  Montana,  and  Washington  in  1889,  and  to  Idaho  and  Wyoming 
in  1890,  when  those  states  were  admitted  to  the  Union.  The  southern 
territory  embraced  Texas,  Alabama,  Georgia,  and  Tennessee. 

Laws  for  regulating  the  business  did  not  exist.  At  length,  however, 
Connecticut  became  worried,  and  in  1887  passed  an  act  creating  the  office 
of  commissioner  of  foreign  mortgage  companies  and  requiring  licenses 
of  such  companies.  Vermont,  Massachtisetts,  and  New  York  passed 
similar  acts  within  the  next  ^ree  years,  and  die  number  of  Ihe  com- 
panies dn^ped  to  123.  Most  of  the  foiled  companies  were  m  Kansas. 
The  Massadms^  oommissiooer  reported  the  first  failure  as  tibat  of  tius 
Showalter  Mor4;age  Company  of  Wellington,  Kansas,  which  went  into 
the  hands  of  a  recdver  on  November  28,  1890.  The  trouble  spread  from 
Kansas,  and  on  January  20,  1892,  the  Anglo-American  Mortgage  and 
Trust  Company  of  Council  Bluffs,  Iowa,  the  successor  of  the  firm  of 
f  Bumham,  Tulleys  &  Company,  was  placed  in  the  hands  of  a  receiver. 

Numcs'ous  complaints  by  investors  in  other  companies  swamped  the  com- 
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nussioners'  offices  in  New  England.   The  newspapers  took  up  the  matter 

and  forced  investigations.    The  conditions  disclosed  were  worse  than 

anticipated.    The  Massachusetts  commissioner,  in  his  1894  report,  said, 

with  regard  to  four  of  the  failed  companies; 

The  stocks  and  bonds  carried  by  them  were  almost  of  eyery  descrij^ion— of 

national  and  savings  banks,  railroads,  land  irrigation,  coal-mining  companies,  etc., 
some  goo<^  some  bad,  some  very  bad,  and  were  largely  of  corporations  in  which 
ftffim%  of  the  company  had  personal  interest  so  that  nearly  all  capital  was  invested 
ia  enterprises  of  a  speculative  nature,  and  the  credit  obtained  by  the  company  as  a 
flBortgage  company  was  used  by  them  in  carrying  on  "development"  schemes. 

In  another  report  he  said : 

It  is  a  noteworthy  fact  that  the  sound  companies  still  in  cadsfcence  are  tihost  which 
eonfined  themselves  most  exclusively  to  loans  on  farms. 

On  February  10,  1893,  the  Massachusetts  commissioner  notified  the 
Attorney-General  that  the  Lombard  Investment  Company  of  Missouri  was 
"transacting  a  business  and  its  condition  is  such  as  to  render  its  further 
proceeding  hazardous  to  the  public."  On  September  21,  1893,  this  com- 
pany and  its  subsidiaries  were  placed  in  the  hands  of  receivers,  with 
outstanding  liabilities  around  $40,400,000.  On  September  28,  the  Jarvis- 
Conklin  Mortgage  Trust  Company  was  placed  in  the  hands  of  wcdvcrs; 
a  large  part  of  its  funds  was  tied  up  in  irrigation  projects.  Similar  st^ 
had  also  been  taken  against  the  Equitable  Mortgage  Gmipany  <m  August 
30;  a  large  part  of  its  funds  was  tied  up  in  bank  stocks.  These  tiiree 
companies  were  located  in  Kansas  City,  Missouri;  they  were  the  largest 
in  0ie  field»  and  tiieir  failure  not  only  destroyed  public  confidence  in  the 
West»  but  spread  consternation  throughout  the  country  and  ruined  most  of 
tihe  smaller  companies,  both  good  and  bad,  or  else  caused  them  to  suspend 
operations.  The  crash  had  come,  bringing  disgrace  to  some  and  untold 
imsery  to  all  involved  in  it  Contrary  to  a  general  belief,  however,  the 
"money  kings"  had  not  interested  themselves  in  the  business,  although 
a  few  wealthy  men,  to  their  lasting  regret,  bought  shares  because  they 
were  sold  cheap  and  the  prospects  for  dividends  looked  good.  The  great 
majority  of  investors  were  widows,  orphans,  school  teachers,  eastern 
farmers,  churches,  and  eleemosynary  institutions,  and  the  losses  reduced 
many  to  poverty  and  want.  The  effect  was  distressing.  The  memoty 
of  that  miserable  period  still  exists  and  is  the  reascm  why  such  extreme 
caution  is  now  displayed  in  investing  in  farm  mor^ages. 

The  money  came  maonly  from  New  England,  central  New  York,  east- 
ern Pennflylvania,  New  Jersey,  and  Delaware.  It  has  been  cakukited 
that  upwards  of  eight  hundred  million  dollars  of  securities  were  sold, 
bat  die  records  are  fragmentary.  The  113  licensed  foreign  companies 
and  the  ten  domestic  companies  reporting  to  the  Connecticut  commis- 
sioner between  1887  and  1894  had  an  aggregate  capital  stock  of  $39,018,434. 
The  loan  operations  of  43  were  not  mentioned;  but  assuming  that  their 
assets  of  $29,915,870  were  invested  in  loans,  the  total  amount  of  loans 
of  the  123  companies  was  $366,685,579.  Twenty-six  of  the  companies 
claimed  that  they  did  not  issue  bonds  or  debentures.  Twenty-six  others 
did  not  report  on  this  point.  Seventy-one  reported  bonds  or  debentures 
in  circulation  to  the  amount  of  $75,237,370. 

It  must  not  be  understood  that  the  losses  equaled  Uie  outstanding 
liabilities.  There  were  equities  in  all  cases,  and  the  return  of  good  times 
and  rise  of  values  m  the  South  and  West  made  the  larger  proportion 
of  tile  securities  worth  the  deht  Investors  who  held  on  gcnera%  rccor- 
ered  their  claims  that  were  secured  ty  farm  mortgages.  The  greatest 
sufferers  were  those  who  sold  out  from  panic  or  necessity.  Not  a  few 
men  who  were  familiar  with  the  situation  and  confident  of  the  futwe 
enrkhed  themsdvcs  by  buying  defaulted  bonds  and  mortgages  at  a  dis- 
count i^ter  die  panic  A  handful  of  the  companies  weathered  the  storm, 
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and  tiiese  are  now  strong  and  prosperous.  Although  plenty  of  wrong- 
doing was  alleged,  the  disaster  which  overwhelmed  the  companies 
was  due  mainly  to  overconfidence,  bad  judgment,  faulty  methods,  and 
the  lack  of  regulatory  laws.  There  would  have  been  no  crash  if  the 
mortgages  had  been  long-term,  and  the  issuing  of  the  bonds  and  guar- 
anties had  been  properly  supervised,  because  within  20  years  after  the 
crash  the  value  of  the  farm  and  city  properties  taken  in  security  had 
risen  far  above  the  amount  of  the  loans  by  which  they  were  encumbered 
The  companies,  investors,  and  farmers  paid  a  frightful  penalty  for  the 
violation  of  correct  principles  in  this  first  attempt  to  organize  land  credit 
in  the  United  States.  But  after  all  diat  may  be  said  against  it,  Ibe 
attempt  ^d  more  good  than  harm,  because  it  was  tiie  greatest  factor 
in  faanc^g  farmers  in  Uie  West  during  the  ^oneer  days  and  m  Ihc 
South  during  ^e  reconstruction  period 

<My  fifteen  of  the  companies  renewed  their  licenses  to  do  business 
in  the  East  in  The  calamity  in  the  West  reacted  on  the  South, 

and  soon  no  company  was  left  in  active  business.  The  craze  had  lasted 
about  seven  years.  It  began  in  1886,  with  the  industrial  expansion  that 
followed  the  hard  times  of  the  four  preceding  years,  and  was  at  its 
height  just  before  the  crash  in  1893.  But  there  were  early  premonitions 
of  the  troubles  to  come.  Defaults  were  frequent  and  heavy  from  the 
start.  Foreclosure  lawyers  were  drumming  the  Atlantic  seaboard  for 
clients  at  the  very  time  that  the  companies'  agents  were  trying  to  sell 
securities  in  the  same  places.  This  hand-in-hand  relation  between  flie 
representatives  of  the  two  ends  of  the  business  created  distrust.  In- 
vestors not  only  refused  to  make  new  loans,  but  demanded  immediate 
payment  of  cls^  when  due.  The  maricet  naturally  tightened,  and  Hie 
mdy  fgr  which  brokers  and  agents  could  nuse  tiie  money  aecttsury 
to  fiionM  tiie  farmers  was  by  ofoing  stodb  and  bonds  bdow  par  and 
interest  at  exorbitairt  rates. 

Indeed,  there  was  widespread  discontent  among  farmers  early  as 
1887.  This  was  unintentionally  fanned  into  a  fury  by  Bronson  C.  Keeler, 
of  St  Louis,  who  for  many  years  had  devoted  much  thought  to  economic 
and  social  questions.  He  wanted  to  know  how  many  farms  and  homes 
were  owned  by  occupants  and  what  proportion  of  them  was  encumbered 
with  debt  His  resolution  demanding  an  investigation  through  the  Census 
Bureau  was  adopted  by  the  Single  Tax  League  at  St.  Louis  in  1889.  A 
copy  was  sent  to  every  labor,  religious,  and  agricultural  newspaper,  and 
to  the  weekly  editions  of  the  daily  press.  The  Chicago  Board  of  Trade* 
St  Louis  Merchants'  Exchange,  litfle  Rode  Board  of  Trade,  Patrons  of 
Husbandry,  Farmers'  Affiance,  Industrial  Union,  Knights  of  Labor,  re- 
ligions bodies,  agricultural  fairs,  and  labw  organizations  joined  m  tbe 
request  Shortly  before  Congress  convened,  Mr.  Keeler  made  hb  mastor 
strake  tinoufl^  m  address  pid)lished  as  a  "patent  inside"  by  new^i^ers 
whose  circulation  in  rural  regions  exceeded  5,000,000  copies  a  week. 

On  December  10,  1889,  Senator  James  H.  Berry  introduced  Mr. 
Keeler's  resolution  in  the  Senate  upon  petition  of  the  Agricultural  Wheel 
of  Liberty,  Benton  County,  Arkansas.  The  debate  was  short  and  un- 
illuminating.  On  February  24,  1890,  President  Harrison  approved  the 
act  which  required  the  Eleventh  Census  to  cover  the  indebtedness,  title, 
and  tenancy  of  real  estate.  The  appropriation  for  the  purpose  was 
$1,000,000.  The  census  stopped  with  the  year  1889,  so  the  investigation 
embraced  only  the  early  part  of  the  craze.  It  was  not  finished  nor  were 
the  results  published  until  September  25,  1894,  or  after  the  crash  had 
occurred;  so  it  was  of  no  practical  use  as  far  as  tiie  mortgage  bushiesr 
naa  concemecL  But  the  hiqmites  made  by  government  (rfUalsb  ttram^ 
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the  mail  or  in  personal  interview,  of  the  9,517,747  mortgagors  of  farms 
and  homes  found  to  exist  during  the  decade  iovestigated  increased  the 
distrust  and  demands  for  reform. 

Aside  from  Mr.  Villard,  almost  the  only  person  who  appears  to  have 
had  the  right  idea  as  to  the  course  to  pursue  in  this  disastrous  first 
attempt  to  finance  farmers  in  the  United  States  on  a  large  scale  was 
Edward  T.  Peters,  then  in  the  statistician's  office  of  the  United  States 
Department  of  Agriculture.  Mr.  Peters  was  interested  in  the  personal- 
credit  branch  of  the  subject  He  submitted  articles  to  the  D^artmeat 
on  cooperative  societies  and  syndicates,  which  he  recommended  to  the 
ccmsideratscm  of  American  farm^ s.  Finally  he  was  detailed  to  carry 
ont  aa  investigation  along  this  line,  and  in  1892  was  published  his  pam- 
phlet on  "G)operatiTe  Credit  Associations  in  Certain  European  Coun- 
tries/' describing  and  explaining  the  systems  of  Schulze-Delitzsch  and 
Raiffeisen.  The  e£Fect  of  this  valuable  little  book,  however,  was  nuga* 
tory;  all  it  did  was  to  excite  some  discussion  in  literary  journals.  The 
seed  that  Mr.  Peters  sowed  fell  upon  barren  ground.  If  it  had  taken 
root  and  flourished  during  the  last  twenty-four  years,  and  if  Mr.  Villard's 
plan  of  forty-four  years  ago  had  materializedi  no  one  would  be  asking 
today  for  government  aid  for  farmers. 

Aside  from  the  public  and  semi-public  establishments,  there  are  only 
four  kinds  of  land-credit  institutions:  (1)  companies  for  insuring  or 
guaranteeing  titles  or  mortgages;  (2)  building  -and  loat)  associations; 
(3)  landschafts;  and  (4)  bond  and  mortgage  companies  or  land-credit 
banks.  The  first  have  reached  nearer  to  perf ectk>n  in  the  United  States 
than  in  any  other  country,  so  they  need  not  be  discussed.  The  pages 
tiiat  follow  wiU  be  devoted  to  the  three  remaining  kinds,  and  to  copper- 
ative  basddng  and  to  its  use  in  agricultural  otguma&m. 


CHAPTER  UI 

BUILDING  AND  LOAN  ASSOCIATIONS 

A  buildii^-and-loan  assodation  is  a  corporation  with  a  variable  ca^^tal 
stock;  that  is,  a  capital  stodc  which  may  be  increased  or  decreased  by  tiie 
issuing  or  tiie  canceling  of  shares,  or  by  payments  or  withdrawals  of  pay- 
ments on  such  shares.  According  to  the  original  design,  its  sole  powers 
are  to  recdve  members'  savings  to  lend  to  members  for  building  or 
acquiring  homes.  The  encouragement  of  thrift  and  of  the  owning  of 
homes  is  its  sole  and  characterizing  feature.  This  purpose  is  considered 
benevolent  under  the  law,  and  for  this  reason  building  and  loan  associa- 
tions enjoy  tax  exemptions. 

The  administration  of  these  associations  is  composed  entirely  of  mem- 
bers and  is  subject  to  the  supervision  of  the  state  banking  department. 
The  district  of  each  is  delimited  by  a  radius  of  a  few  miles  from  head- 
quarters, so  as  to  make  all  operations  local.  Most  of  the  associations 
are  small  and  composed  of  persons  poorly  or  moderately  circumstanced; 
the  smaller  the  better,  because  invariably  cooperative  spirit  and  mediods 
are  weakened  with  increase  of  ^ze.  When  tiie  membership  becomes  so 
numerous  that  all  the  members  do  not  attend  the  meetings  regulaxly,  the 
danger  point  is  reached,  and  then  it  is  much  to  be  in^ferred  that  some 
members  retire  and  form  a  new  association  in  the  same  neighborhood. 
Cooperation  can  come  only  through  decentralization  and  community  life. 
£ach  unit  should  be  self-sustaining  and  so  small  that  mraibera,  one  and 

16 


all,  may  ke^  careful  and  constant  watch  over  its  affairs.  Only  in  this 
way  can  persons  not  trained  in  finance  or  schooled  in  the  true  principles 
of  cooperation,  as  is  usually  the  case  with  the  members  of  building  and 
loan  associations,  assure  themselves  absolutely  of  the  safety  of  their 
association  and  maintain  its  proper  character. 

The  savings  of  members  are  obtained  through  the  issue  and  sale  of 
shares.  Shares  are  of  various  kinds.  The  most  common  are  instalment 
shares,  on  which  the  subscriber  makes  payments  at  stated  intervals,  and 
investment  shares,  on  which  the  subscriber  may  make  one  payment  in 
full  or  partial  payments  at  periods  usually  arranged  to  suit  his  con- 
venience. An  association  called  "permanent"  may  issue  shares  at  any 
time;  one  called  "sertaT  masj  issue  its  shares  caaif  in  series.  No  new 
shares  may  be  issued  in  a  series  after  a  dividend  has  been  dedared, 
eampC  to  mbscribera  who  pay  tiie  book  value  of  such  shares. 

Instalment  shares  are  the  ones  m  general  use  for  loan  transactions. 
A  borrower  is  required  to  subscribe  for  instalment  sham  in  an  amooot 
equal  to  his  loan.  A  first  mortgage  must  be  given  on  the  property  for 
which  the  loan  is  made  and  the  shares  pledged  to  the  association  as  an 
additional  security.  Non-borrowing  members  may  subscribe  for  as  few 
or  as  many  shares  of  any  kind  as  they  please.  Payments  made  by  mem- 
bers serve  to  mature  their  shares.  Each  share  is  credited  also  with  its 
proper  portion  of  the  profits.  At  maturity  the  shares  are  canceled.  If  a 
member  is  not  indebted  to  the  association,  he  is  given  the  face  value 
of  his  shares  in  cash.  If  he  is  a  borrower,  this  value  offsets  his  debt 
and  his  loan  and  mortgage  are  canceled  with  his  pledged  shares.  Pledged 
shares  may  not  be  withdrawn  until  the  loan  has  been  fully  paid,  but  the 
cre^  on  **{re^  shares  ordhiarify  may  be  withdrawn  upcm  60  d^jif 
notice. 

The  mstabneat  ^ure  was  originally  the  oaSy  kind  issued.  Its  sub- 
scription creates  an  obligation  to  continue  the  periodical  payments  until 

maturity.  It  is  a  form  of  self-imposed  compulsory  saving  which  incut-' 
cates  habits  of  thrifty  frugality,  and  economy  in  both  investor  and  borrow- 
ing member,  and  best  brings  into  play  the  true  object  of  a  building  and 
loan  association.  But  whatever  the  kind,  shares  are  the  only  credit  in- 
struments of  the  association.  Inasmuch  as  it  is  entirely  financed  in  this 
way,  loans  cannot  be  made,  of  course,  any  faster  than  savings  accumu- 
late; some  members  must  go  without  loans.  This  difficulty  is  inherent 
in  the  cooperative  method  of  finance  employed  and  cannot  be  removed 
without  vitiating  the  very  essence  of  a  building  and  loan  association. 
The  diflBcnlty  is  fairly  well  met,  however,  by  giving  all  members  an 
eq^al  chance  fay  auctioning  off  the  loans,  and  by  increasing  cash  divi- 
dends for  investor  members  hy  diafging  premtums  on  the  loans.  There 
are  at  least  68  premium  plans,  25  ^ans  for  ^stributing  profits,  twelve 
withdrawal  plans,  and  seven  kinds  of  shares. 

The  auctioning  of  the  available  funds  on  hand  to  the  highest  bidder 
at  a  regular  or  special  meeting  of  the  association  is  the  usual  method 
of  awarding  loans.  The  sum  which  the  borrower  pays  in  addition  to  the 
interest  is  called  the  premium.  The  rate  of  interest,  therefore,  may  be 
higher  than  the  maximum  set  by  the  general  laws  on  usury.  This,  with 
tax  exemptions,  is  the  association's  only  special  privilege.  Entrance  fees 
and  fines  for  withdrawals  and  defaults  may  be  imposed  also.  These 
are  the  sources  of  its  profits.  The  average  annual  rate  of  dividend  is 
larger  than  that  on  deposits  in  any  other  kind  of  savings  institution,  yet 
the  interest  and  other  charges  on  loans  arc  not  excessive,  owif«  to  Ae 
fact  that  little  is  spent  m  salaries  and  expenses. 

The  loan  and  its  pledged  shares  mast  corre^ond  in  maturity  as  vvcil 

17 


as  in  amount  and  the  fonoer  be  paid  off  at  &e  latter  are  paid  up. 
Conseqtiently,  the  loan  is  redndble  usually  by  anmial  or  semi-annual 
instalments,  exactly  as  the  shares  are  paid,  and  may  run  for  a  term  of 
as  much  as  ten  years  or  more;  but  no  building  and  loan  association  in 
America  practices  true  amortization  of  loans  by  annuities.  Indeed,  long- 
term  lending  is  not  advisable  except  within  conservative  limits,  because 
the  association  operates  with  savings  subject  to  call  on  short  notice. 
Hence,  it  should  invest  its  assets  in  such  a  way  that  they  may  be  cashed 
to  meet  reasonable  demands  for  withdrawals  and  turned  over  rapidly 
enough  to  pay  attractive  dividends.  This  would  be  difficult  if  all  the 
assets  were  invested  in  loans  running  for  many  years.  True,  consider- 
able long-term  mortgaging  is  done,  but  it  is  possible  only  because  liabilitiet 
are  reduced  by  the  pledging  of  shares  icr  the  loans,  and  because  Ae 
associations  are  pnrdy  cooperative  and  members  reaSse  tint  iSu^  yroalA 
be  tnjtirh«  tfiehr  own  Intere^  if  ttegr  abodd  mfce  a  run  on  them 
dtatB^  hard  times. 

In  its  pure  form,  a  building  and  loan  association  cannot  incur  any 
expenses  above  a  small  percentage  of  its  annual  income;  nor  can  it 
borrow  for  any  purpose,  issue  bonds  or  contract  obligations  of  any  sort 
with  outside  parties.  The  power  granted  in  some  states  to  borrow  to 
relieve  an  emergency  is  theoretically  wrong,  even  though  the  sum  so 
borrowed  be  insignificant.  The  association  is  designed  for  utilizing  not 
the  credit,  but  the  cash  of  members,  for  affording  them  a  safe  and  profit- 
able investment  for  earnings  actually  saved,  and  for  the  use  of 
savings  in  mutual  self-help  for  home  building.  This  certainty  of  profit 
and  chance  to  get  a  loan  both  encourage  thrift;  but  the  lending  is  sub- 
ordinate to  the  saving  feature,  and  necessarfly  so,  because  an  ^traction 
mart  first  be  created  for  monqr  bdon  it  can  be  obtained. 

A  boildhig  and  loan  association  is  distinctively  a  thrift  society, 
wliether  considered  from  Ae  standpoint  of  the  investor  or  of  the  bor- 
rower. The  compulsory  periodical  saving  and  the  obligatory  investment 
of  funds  among  members  give  it  such  a  character  to  a  greater  extent 
than  is  possessed  by  a  mutual  savings  bank  or  any  other  kind  of  thrift 
institution.  For  this  reason  the  law  has  simplified  its  operations  and 
management  to  meet  the  most  ordinary  degree  of  intelligence  and  care, 
and  has  surrounded  it  with  such  safeguards  that  it  cannot  waste,  specu- 
late with  or  misapply  its  funds.  It  may  invest  them  only  in  first-mortgage 
loans  to  home  builders  or  place  them  in  securities  of  a  kmd  dengnated 
by  statute  if  not  so  invested.  The  greatest  of  ite  safeguards  is  that  it 
cannot  use  its  cradit  in  any  way  to  become  indebted  to  the  outside  worid. 
Its  on^  possible  liability  is  the  dues  owmg  on  sham.  Its  only  creditors 
are  its  own  members,  and  since  tiiey  are  the  owners  of  and  the  sole 
dairaants  against  its  assets  and  are  bound  by  the  by-laws  to  which  they 
all  agreed  at  j<Hning,  it  is  not  likely  ever  to  be  pressed  heavily  by  them. 
With  such  an  arrangement  safety  is  automatic,  while  methods  are  per- 
fectly cooperative,  since  the  association  is  not  only  used  and  managed^ 
but  also  financed  exclusively  by  members. 

The  building  and  loan  idea  is  the  only  successful  application  of  pure 
cooperation  to  land  credit,  but  in  the  United  States  and  elsewhere  every 
association  is  urban.  Experience  has  proved  that  the  idea  is  practically 
useless  for  agriculture.  The  reason  for  this  is  that  the  associatbns  can 
carry  on  their  twofold  function  only  in  places  where  investment  sedwrs 
are  more  numerous  than  loan  applicants.  An  aModatkm  omst  have  tcr 
easy  and  orderly  operation  a  preponderance  of  investor  members— mem- 
bers of  whom  the  majority  join  to  save  and  not  to  borrow,  and  from 
whom  a  steady  flow  of  periodical  payments  caa  be  obtained.  Sadi  per- 
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sons  are  found  in  the  necessary  numbers  only  in  "^jfT*^ 
^n"  clerks  and  workmen  accustomed  to  receivesjjan« 

weekly  or  monthly  and  to  pay  rent  at  the  '^^^^^^  ^1^^, 
the  population  is  too  sparse;  moreover,  agriculturcdbwnotcr^e^ 
rate  classes,  composed  exclusively  of  either  employers  or  emptoyeea,  as 

""Agdcutre^^^^^^  worker  his  own  master  and  to 

give  hto  a  prope??;Sl  business  in  which,  if  he  be  capable  .^d  active 
he  csm  use  not  oidy  aU  his  own,  but  borrowed  money  besides.  This 
^iSS.       SaiHnd  even  the  hired  hand,  to  utilize  his  available  cash 
SiS  for  acjuiring  a  farm  of  his  own.   Hence,  the  borrowing  ele- 
S«t^SJ^OV«  the  investor  element  in  all  agricultural  regions 
Si  evowhere  wages  and  salaries  are  abundant,  few  of  the  recipients 
Sve^S  Joney  to  place  at  interest  or  to  lend  to  others,  a  fact  wh^A 
SSJot  be  changed  through  cooperation.    Consequently,  the  bmldmg 
loan  association  is  not  suited  to  agriculture  except  as 
and  then  be  admitted  to  membership.    Such  ^".^  fcr  iSS^ 

in  a  rural  district,  would  become  overcrowded  wrfh  ap^«»J»  ^ 
and  if  it  should  attempt  to  extend  credh  upon  *keJ«Mg  md««y Jot 
that  agriculture  requires,  it  would  so  tedttce  profits  as  to  drive  ont  in- 
vestor members  and  cause  it  eventually  to  disband. 

In  Ae^irited  States,  in  1914,  there  were  6,429  building  and  loan  asso- 
cia£J?  wS^^SoiHanbers  and  $1,248,479,139  of  share  capital.  These 
SSS^iSS  ^member  for  every  13.45  persons  engaged  m  gainful 
oSSions,  or  one  member  for  every  7.14  census  families,  or  one  member 
?orW2.55  urban  dwellings;  and  one  dollar  of  assets  for  every 
$1391  of  individual  deposits  in  all  the  banks.  This  is  the  greatest,  and 
in  some  respects  the  most  wonderful  system  of  cooperative  ^ance  m 
the  world;  it  has  had  a  steady  but  slow  growth,  ™ J^Ju*™! 

has  been  built  up  through  private  enterprise  and  mutual  ^J^^J 
aid  or  thought  of  aid  from  government  But  this  ««a*^5f*»> 
boast  of  an  unbroken  record  of  succMS.  At  several  Pf«^J«.^^ 
ican  building  and  loan  associations  Miiered  v«y  '^^V 
sequences  of  deviating  from  tme  principles.  In  At  seventwa,  and  again 
in  the  nineties.  Aere  were  many  faitares  in  some  states,  which  may  all 
be  attributed  to  the  fact  that  the  laws  did  not  require  adequate  super- 
virion.  and  big  associations  were  formed  by  persons  who  had  no  regard 
or«act  knowledge  of  what  cooperation  really  is.  Then  came  a  cleavage 
between  the  "national"  or  large,  and  the  "local"  or  small,  associations. 
As  the  New  York  Superintendent  of  Banks,  in  1914,  reported : 

^^n/inle  of  mutuality  were  conducted  more  in  the  interests  of  their  oBcers  and 
Si^ISi^  than  in  the  interest  of  their  members,  and  attempted  to  do  business  over  • 
ra^t«ded  teVritofy  As  a  result  of  misiumagement.  or  worse,  most  of  them 
went  out  of  existence  many  years  ago.  ^  . 

During  the  last  decade  laws  and  meAods  have  agam  been  undergomg 
a  pernicious  change,  and  there  are  many  instancM  where  ajoperatiwi  has 
ceased  to  be  practiced.  The  eactent  of  the  deterioration,  however,  ts  not 
known,  since  the  only  comprehensive  investigation  ever  made  of  the 
American  building  and  loan  association  is  the  report  submitted  by  Carroll 
D  Wrirfit  United  States  Commissioner  of  Labor,  to  President  Cleveland 
on  May  1  189*,  over  21  years  ago.  But  the  available  information  is 
sufficient  to  show  that  in  a  number  of  states  the  building  and  loan  asso- 
ciation no  longer  exists  in  its  original  purity,  and  that  laws  and  methods 
are  badly  in  need  of  revision  and  reform.  _ 

Like  every  other  kind  of  institution,  the  buUdiag  and  loan  association 
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is  designed  for  a  particular  purpose,  and  can  be  safe  and  successful  only 
^mmt^  strict  adherence  to  its  aim.  There  are  natural  limitaticms  to  its 
powers  and  usefufaiess*  aiqr  transgression  of  which  leads  to  danger.  The 
most  dangerous  dq»arture  from  correct  principles  is  the  rig^t  accorded 
in  some  states  to  use  the  credit  as  well  as  the  cash  of  members  and  issue 
bonds  or  other  debt  obligations.  This  alarming  innovation  not  only 
imperils  the  safety  and  soundness  of  the  associations,  but  also  omipletdy 
denatures  them,  organized  as  they  are  only  for  receiving  and  investing 
members'  savings.  To  allow  them  to  use  the  credit  of  members  is  as 
wrong  as  it  would  be  to  authorize  them  to  make  loans  to  outsiders;  it 
is  indeed  far  more  detrimental  than  such  a  practice,  because  it  puts 
the  money  of  the  investing  public  in  competition  with  the  savings  of 
members  and  thus  lowers  dividends,  encumbers  the  association  with 
liabilities  to  outeide  parties,  deprives  members  of  their  first  lien  on  its 
assets,  and  involves  the  association  in  an  intricate  and  risky  method  of 
finance,  to  which  its  average  officer  has  ndther  the  necessary  experience 
nor  time  to  give  the  proper  attrition. 

The  bond-issuing  right  utterfy  destroys  simidicily  in  operation  and 
abolishes  the  most  important  safeguards.  If  exercised  extensivdy,  it 
would  finally  defeat  itself  by  driving  out  investor  members  and  stopping 
up  the  easiest  source  of  funds,  which  is  savings;  then  the  denatured 
association,  reduced  to  the  necessity  of  continual  borrowing  and  com- 
pelled to  trustee  its  assets  for  bonds,  would  have  no  security  or  attrac- 
tion to  offer  to  members.  The  credits  on  their  shares  would  be  tied  up 
with  the  trusteed  assets  and  could  not  be  withdrawn  at  will;  the  larger 
portion  of  the  earnings  would  be  turned  over  to  outsiders  in  interest 
to  bondholders;  while  borrowing  members  could  be  shown  no  leniency 
since  thdr  defaults  would  impair  the  ability  of  the  association  to  meet 
Ac  claims  of  its  creditors.  Under  proper  laws  and  methods,  a  building 
and  loan  association  cannot  be  sued  even  by  members;  the  supervising 
authority  takes  possession  of  and  admmistm  its  affairs  if  it  fails  to  meet 
its  obligations.  If  it  is  allowed  to  issue  bonds,  the  dangerous  possibility 
of  litigation  with  outside  dirties  is  always  present  and  its  cooperative 
character  disappears  along  with  its  safeguards.  It  ceases  to  be  auto- 
matically safe,  and  only  a  veiy  fodidi  perscm  would  intrust  his  savings 
with  it. 

The  American  building  and  loan  associations  have  been  imperiled  by 
the  dangerous  and  denaturing  innovations  proposed  by  Senator  HoUis 
and  other  leaders  in  Congress  and  by  the  vitiating  laws  enacted  in  New 
York  and  Indiana,  which  violate  basic  cooperative  principles  by  substitut- 
ing government  intervention  for  self-help  and  private  enterprise,  and  by 
authorizing  bond  issues  in  place  of  collective  savings  as  a  means  of 
finance.  ^  Massachusetts  and  Kansas  also  have  perpetrated  legislative 
wnmgs  m  this  recent  attempt  at  the  impossible  achievement  of  adapting 
building  and  loan  assodation,  to  farmers  and  through  it  utilizing  their 
credit;  savings,  and  deposits  in  long-term  operations. 

The  H<rfli8**Balklqr  bill  provides  that  an  association,  when  composed 
of  fanners  and  organized  under  a  Federal  diarter,  shall  have  an  appraisal 
committee  of  which  one  member  shall  be  a  semi-official  outsdde  person; 
also,  that  it  may  receive  deposits  without  limit  from  anybody,  and  use 
its  funds  in  mortgage  loans  not  only  to  members,  but  also,  through  pur- 
chase from  other  associations,  to  non-members.  The  bill  further  pro- 
vides that  such  mortgages  shall  be  "instrumentalities  of  the  Government 
of  the  United  States,"  and  that  the  association  may  pledge  the  same  as 
security  for  bonds  and  incur  thereby  obligations  to  outside  parties  up 
to  20  times  the  amount  of  its  capital  and  surplus,  in  addition  to  the 

20 


liability  for  deposits  accepted.  The  bonds  shall  be  issued  by  land-credit 
banks  in  part  owned,  financed  and  managed  by  the  United  States  Gov- 
ernment. 

The  Fletcher-Moss  (or  United  States  Commission)  bill  provides  that 
its  national  farmland  banks  may  "apply  cooperative  principles  in  the 
formation  and  management"  of  farmers'  associations.  Nevertheless,  it 
authorizes  such  associations  to  issue  bonds  in  representation  of  mort- 
gage, and  allows  a  maximum  circulation  of  15  times  the  ci^ital  and  sur- 
plus of  each  association.  A  fiduciary,  appointed  tqr  a  Federal  officer, 
shall  countersign  tibe  txmds  and  hold  die  mor^^es  used  as  coUatmL 
This,  with  certain  other  privileges  accorded,  interferes  with  the  practice 
of  cooperation  and  self-help  and  spells  government  intervention.  Many 
of  the  other  bills  in  CcMOiipress  are  ev^ril^  as  bad  as  these  pmudoos 
measures. 

New  York  has  effected  the  same  innovation  by  the  creation  of  one 
monopolistic  institution  called  the  "Land  Bank  of  the  State  of  New 
York/'  erected  out  of  and  over  the  savings  (building)  and  loan  associa- 
tions. The  New  York  law,  as  it  stood  before  1914,  was  almost  perfect. 
Expenses  of  the  associations  were  limited  to  per  cent,  of  the  dues 
actually  received  from  and  credited  to  members  during  the  year.  The 
borrowing  limit  was  $2^000  if  the  accumulated  capital  of  an  assodation 
did  not  exceed  $10,000^  or  20  per  cent  of  such  capital  if  it  was  over 
that  amount  Sums  borrowed  tqr  an  association  could  not  run  for  longer 
than  one  year  nor  beur  interest  at  a  rate  higher  than  six  per  cent,  per 
annum.  The  funds  of  an  association  could  be  invested  only  in  first- 
mortgage  loans  to  members  on  improved  real  estate,  suitable  for  residence 
or  business  purposes  and  situated  within  50  miles  of  headquarters.  But 
radical  and  ruinously  denaturing  changes  have  been  made  in  the  law. 

In  1914,  in  order  to  make  way  for  the  Land  Bank,  the  associations 
were  empowered  to  grant  loans  for  any  agricultural  purpose;  and  this 
might  include  "fences  of  a  substantial  character,  artificial  water-supply 
systems,  drains,  and  private  roads,"  thus  changing  the  original  object  of 
lending  and  permitting  the  associations  to  undertake  the  riskiest  kinds 
of  land-reclamation  projects.  They  were  empowered  also  to  subscribe 
as  much  as  ten  per  cent,  of  their  resources  to  double-lialnlity  simres  of 
the  Land  Bank,  and  to  invest  all  other  funds  not  used  in  loans  in  the 
bcmds  of  that  institution.  Furthermore,  tii^y  wwe  empowmd  to  guar- 
antee  the  bonds  in  an  auKmnt  equal  to  20  times  the  capital  invested  in  the 
shares,  and  to  pledge  their  assets  for  such  guaranty;  and  no  maximum 
was  prescribed  for  the  interest  rate  or  for  the  period  of  the  obligation 
thus  contracted.  The  law  intends  that  it  shall  run  for  a  long  term. 

This  novel  New  York  land  bank  was  authorized  to  be  chartered  when 
ten  associations  with  aggregate  resources  of  not  less  than  $5,000,000  had 
subscribed  the  $100,000  minimum  of  its  capital  stock.  Having  been  so 
chartered,  no  other  such  institution  may  be  formed;  its  by-laws,  adopted 
by  the  incorporators,  cannot  be  changed  by  the  shareholders,  except  by 
resolution  of  the  board  of  directors  approved  by  the  Superintendent  of 
Banks.  Hence,  the  land  bank  is  not  cooperative  in  organization  or  ad- 
ministration; nor  is  it  cooperative  in  operation,  because  it  may  make 
loans  to  non-members  and  finance  itself  by  money  obtained  in  tile  open 
market.  For  this  reason  the  New  Yoric  Land  Bank  is  not  even  a  savings 
mstitution;  nevertheless,  the  bank,  its  capital,  funds,  and  bonds,  are  ex- 
empt from  taxation,  while  it  possesses  tiie  r^  of  a  preferred  credifeor 
for  all  mon^s  st  may  deposit  in  otiier  finandal  institutions,  and  has  been 
placed  in  omnection  with  government  by  a  clause  which  requires  the  State 
ConyttoUer  to  serve  as  its  trustee.  Ite  bonds  mar  be  issued  only  on 
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security  of  mortgages  assigned  to  it  by  adhering  associations,  and  such 
mortgages  must  be  trusteed  with  that  official.  The  proceeds  of  the  bonds 
may  be  invested  in  40-year  loans,  but  since  the  trusteed  mortgages  might 
represent  members'  savings  subject  to  withdrawal  on  60-days'  notice  a 
practical  difficulty  presents  itself. 

Only  savings  and  loan  associations  may  be  shareholders  of  the  New 
York  Land  Bank.  The  sole  object  of  joining  is  to  obtain  money  through 
bonds  issued  in  their  behalf;  but  if  an  association  avails  itself  of  this 
facility,  it  must  pay  in  interest  to  bondholders  what  otherwise  would  be 
distributed  as  dividends  among  members,  and  surrender  to  the  bondhold- 
ers the  first  lien  which  members  now  hold  on  the  mortgages.  The  only 
compensation  for  this  is  participation  in  the  profits  of  the  land  bank,  a 
very  inadequate  consideration  for  assuming  liability  for  an  institution 
which  may  make  kums  in  New  Jersey  as  well  as  in  New  York  and  to  per- 
sons not  betonging  to  any  associatkiiL  The  Bank  is  k)cated  tqr  tiie  ad 
New  Y<^  City,  wbert  it  has  opened  headqnartert  in  tibe  financial  dts^ct 
Ite  privi^es,  mcm^lhrttc  right,  and  extensive  powen  are  sonrees 
of  weakness  rather  than  of  strength,  since  the  greatest  care  will  have  to 
be  exercised  continually  to  protect  it  from  desi^iing  men  attracted  by  its 
opportunities.  This  possibility  is  all  the  more  real  because  the  Bank  it 
utterly  unable  to  do  anything  for  the  savings  and  loan  associations  with- 
out subjecting  them  to  outside  liabilities  and  denaturing  them.  It  is  not 
conceivable  that  they  will  tolerate  permanently  this  centralizing  structure 
which  has  been  erected  out  of  and  over  them.  Eventually  the  advocates 
of  local  associations  and  the  true  believers  in  cooperation  will  demand  that 
it  be  cast  off.  The  sooner  this  is  done  the  better  it  will  be,  for  its  ad- 
herents are  certainly  less  cooperative  than  the  associations  which  refuse 
to  join  it 

In  Indiana  the  rural  loan  and  savings  associations,  authorized  by  the 
amendment  of  the  building  and  loan  association  law  in  1913,  may  issue 
bonds  and  also  non-voting  shares.  Nothing  could  be  less  cooperative 
The  Auditor  of  the  state  must  appoint  some  person,  not  a  shareholderi  as 
inspector.  Upon  deposit  ynik  the  Auditor  of  first  mortgages  on  real 
estate  appraised  and  approved  by  the  inspector,  an  assodatkm  may  issue 
bonds  up  to  an  amount  equal  to  cme^half  the  value  thereof.  The  AadHor 
must  subscribe  his  ungrammatical  certificate  on  the  b(mds»  That  fltere 
is  [sic]  held  by  the  Auditor  of  State  of  Indiana,  as  trustee  in  trust,  to 
secure  the  payment  hereof  the  securities  required  by  law."  The  proceeds 
of  liie  sale  of  bcmds  may  be  used  only  in  maiking  loans  on  farm  lands. 

The  Massachusetts  laws  were  aunended  in  1914  to  permit  tiie  so-called 
''credit  unicms"  to  make  40>year  loans  tor  certein  s«ricultural  purposes. 
Until  then  tiie  only  source  of  funds  was  members'  savings,  but  now  a 
''union"  may,  with  the  a^roval  of  the  Bank  Commissioner,  issue  and  keep 
m  circulation  bonds  in  an  amount  equal  to  80  per  cent  of  the  outstanding 
kMms  on  real  estate  and  jpled^e  invested  savii^  as  a  security  for  the  bonds. 

In  Kansas  an  amendment  to  the  laws  adopted  in  1915  authorises  build- 
iag  and  loan  associations  to  issue  rural-credit  shares  exempt  from  taxm 
and  free  of  fees,  premiums,  fries,  and  penalties  that  may  be  imposed  on 
odier  kinds  of  shares.  The  payments  on  rural-credit  shares  shsdi  be  in- 
vested in  "first-mortgage  rural-credit  loans  on  farms"  in  the  county  in 
which  the  association  is  located.  Verbiage  like  that  leaves  no  doubt  as  to 
intention.  It  certainly  is  agricultural,  but  it  destroys  the  equality  that 
should  reign  in  a  cooperative  association.  The  loans  may  run  for  20  years, 
and  must  be  reducible  by  semi-annual  instalments.  The  rate  of  mterest 
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shall  not  exceed  by  more  than  lyi  per  cent,  the  rate  of  dividends  on  such 
shares. 

These  laws,  and  die  bills  proposing  bond  issues  for  savings  or  building 
and  k>an  associations,  are  deeply  to  be  regretted.  Too  nmdi  stress  can- 
not be  lakl  on  the  fact  diat  they  are  not  only  dangerous  but  completely 
denaturing.  The  savings  and  the  dues  of  members  should  remain  the  sole 
source  of  funds.  If  o&er  sources  be  opened,  the  lowering  of  dividends 
dat  would  result  from  competition  between  members'  savings  and  outside 
montj  would  discourage  thrift — to  encourage  which  is  the  chief  object  of 
tfie  associations.  The  tendency  would  be  to  drive  out  investor  members 
and  attract  only  borrowers.  This  would  lead  inevitably  to  seeking  funds 
from  the  outside  instead  of  depending  upon  members'  savings.  Being 
wrong  in  principle,  it  must  eventually  be  bad  in  practice,  especially  because, 
by  permitting  the  associations  to  become  indebted  to  the  outside  world. 
It  abolishes  the  old-established  safeguard  that  made  them  automatically 
safe  and  sound.  Only  by  being  prevented  by  law  from  incnrring  heavy 
expenses  and  obligations  or  from  tmdertaking  speculative  ventures  can 
the  building  and  loan  assodatioiis  operate  witih  safety  and  remain  true 
to  type. 

The  apology  for  this  unfortunate  k^^lation  is  that  it  calls  collective 
eredit  mto  play  and  so  in  theory  does  not  viol^  cooperative  principles. 
This  aigument  would  be  tenaUe  if  the  funds  were  assembled  for  a  col- 
lective use,  as  in  a  Raiffeisen  society;  or  if  all  members  were  borrowers 
<Mr  expected  to  become  so,  as  in  a  landschaft;  or  if  the  motives  were  altru- 
ism and  brotherly  love,  as  in  a  communistic  settlement.  The  practice 
might  be  condoned  if  the  legislation  had  existed  from  the  beginning.  But 
none  of  these  qualifications  exists.  The  stupendous  assets  of  the  Ameri- 
can building  and  loan  associations  were  assembled  in  a  spirit  and  for  a 
purpose  entirely  different  from  those  mentioned.  The  mortgages  of  an 
association  represent  simply  invested  savings,  and,  under  proper  laws, 
members  have  first  Um  upon  tiiem.  If  bonds  are  issued,  this  first  Ken 
passes  over  to  the  bondholders,  particufarfy  if  tiie  mortgages  are  trusteed. 
Then  tiie  savii^  encumbered  witb  the  claims  of  outsiders  and  dhrested 
of  afl  thehr  security  and  a  part  of  tiieir  profits,  are  so  diverted  from  Hieir 
proper  uses  that  the  association  is  left  as  an  empty  shell,  offerii«  no  safety 
or  attraction  to  investor  and  yet  compelled  to  exercise  rigor  against' 
defaulting  members,  thus  losing  tiie  last  remnant  of  both  its  utility  and 
cooperative  character. 

Savings  and  deposits,  whether  invested  or  not,  cannot  be  safely  in- 
volved in  long-term  operations  or  pledged  for  bonds.  Neither  can  the 
credit  of  owners  be  used  for  such  purposes.  No  one  would  think  of  allow- 
ing a  savings  bank  to  immobolize  all  its  deposits  in  long-term  loans  or  to 
pyramid  on  its  credit.  The  innovation  ought  never  to  have  been  proposed 
for  building  and  loan  associations,  the  average  officers  of  whidi  are  un- 
familiar Willi  mtricate  financial  mediods.  Savi^  institutions  shodld 
avoid  credit  transactions  as  nmch  as  possible  and  mke  tiidr  first  <Mh 
tfderatiott  the  safety  of  the  fnnds  intrin^  to  fiidr  care 


CHAPTER  IV 

Just  as  a  building  and  loan  association  is  an  urban,  so  a  landschaft  is 
distinctively  a  rural  institution.  The  differences  between  the  two  in  or- 
ganization, administration,  and  operation  are  basic,  striking,  and  pro- 
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notmced  A  btiildtiig  and  loan  association  serves  both  investor  and  bor- 
rower members;  it  finances  itself  tqr  timr  savings,  avoids  the  use  of  its 
credit,  makes  its  loans  in  cash,  and  is  purely  a>operative  A  landschaft, 
im  die  oAer  hand,  serves  only  borrowers;  it  has  no  need  of  savings,  de* 
posits,  or  working  funds  coming  from  any  source,  from  either  members 
or  non-members,  since  it  operates  entirely  upon  credit  and  makes  its 
loans  in  debentures,  while  it  is  neither  an  association  nor  a  company;  nor 
is  it  cooperative,  although  it  imposes  mutual  liability  on  members.  In 
spite  of  these  fundamental  differences,  however,  there  are  points  of  re- 
semblance; both  are  thrift  institutions  and  both  are  protected  by  a  safe- 
guard which  prevents  them  from  being  encumbered  with  obligations  to 
outside  parties. 

True  landschafts  exist  only  in  Germany.  A  landschaft  is  a  territorial 
division  established  by  law  of  a  state  and  is  managed  by  an  administra- 
tion whose  executive  officers  are  appointed  by  the  government  upmi  nomi- 
nation  of  resident  landownans  enrolled  as  members.  The  £viskm  may 
be  subdivided  and  resubdivided  into  lesser  areas,  each  wHli  a  local  adnun- 
istration  subordinated  to  tbe  mie  just  above  it  The  powers  of  &e 
landschaft  are  to  issue  debentures  and  exchange  them  for  annuity  con- 
tracts secured  by  mortgages  executed  by  members  in  its  favor  on  farms 
within  its  territory,  in  consideration  of  loans  made  to  them.  It  may 
maintain  a  bureau  to  sell  the  debentures  on  behalf  of  the  mortgagors  to 
whom  they  were  issued.  Nobody  joins  the  landschaft  except  applicants 
for  loans,  and  membership  ceases  upon  repayment  of  the  loan ;  but  liabil- 
ity as  a  member  continues  for  a  statutory  period,  usually  two  years,  after 
retirement. 

Supervision  is  lodged  in  either  the  agricultural  or  the  banking  de- 
partment of  the  state.  The  central  administration  of  a  landschaft  com- 
prises a  president,  two  vice-presidents,  an  attorney,  a  secretary,  and  a 
treasurer.  The  local  adniinistratifms  Imve  a  similar  organization,  except 
in  die  lowest  subdivisicms,  where  the  sole  officer  is  a  suportotendoit  The 
voting  strength  of  a  member  is  determined  by  the  number  and  amount 
of  his  mortgages-  The  voting  is  done  in  "circles"  in  the  smallest  sub- 
divisions, for  which  counties  or  townships  might  form  the  territorial 
area  in  the  United  States.  Members  elect  the  superintendents  of  the  cir- 
cles and  also  the  delegates  to  sit  in  convention  for  selecting  nominees  for 
other  offices.  Beyond  this,  members  have  no  voice  in  the  management 
The  administrations  select  their  own  attorneys,  etc.,  and  attend  to  all  the- 
business.  It  is,  however,  difficult  to  generalize  on  this  point  because  of 
the  many  diversities  of  procedure  that  have  been  adopted.  These  are 
described  in  our  book.*  Acceptance  of  office  is  obligatory  upon  election. 
Moreover,  members  are  bound,  whenever  called  upon  by  the  proper  offi- 
cers, to  act  in  various  capacities,  such  as  caretakers,  cultivators,  or  mana- 
gers of  mortgaged  farms  taken  over  upon  default.  G>mpensation  may  or 
may  not  be  allowed. 

A  landschaft  has  no  capital  stock,  nor  does  it  own  or  receive  mmey 
for  investment.  It  does  not  issue  shares,  certificates  of  deposit,  or  other 
evidences  of  indebtedness  for  money  borrowed  by  it  or  intrusted  to  its 
care;  it  never  borrows  in  any  circumstances.  The  onl^  funds  it  has  are 
the  sinking  fund  created  by  repayments  of  borrowers  and  used  for  re- 
deeming debentures,  and  a  reserve  accumulated  from  entrance  fees,  fines, 
or  a  portion  of  profits  and  maintained  only  at  a  size  sufficient  to  guard 
against  contingencies.  A  landschaft  has  no  use  for  cash  from  mem- 
bers or  outsiders,  nor  for  subsidies,  foundations,  working  or  permanent 
capital,  or  funds  of  any  sort  in  making  its  loans,  because  the  only  facility 
•Rural  Credits,  2d  cd.,  Part  1,  Chap.  V  ff.  (New  York,  D.  Applcton  &  Co.,  1915). 
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that  it  seeks  or  gives  is  credit,  while  it  operates  through  a  credit  organiza- 
tion of  the  highest  type  ever  devised — through  collective  credit  substituted 
for  individual  credit  and  based  on  the  bedrock  value  of  farm  land  and  on 
the  material  and  moral  worth  of  the  owners  thereof. 

Members  are  jointly  and  severally  liable  for  At  defonlts  of  one  an- 
other, and  tiidr  mortgages  are  massed  to  secure  each  and  every  ddiestaxe. 
No  security  could  be  safer  or  more  readily  negotialde»  and  so  menibets 
of  a  tandsdhaft  obtain  loans  on  better  terms  Aan  do  borrowers  from  angr 
other  lending  institution.  In  spite  of  its  members'  mutual  liability,  how- 
ever, a  landschaft  is  not  cooperative,  because  the  members  do  not  elect  its 
chief  officers;  this  fact  divests  it  of  a  cooperative  character.  It  is  a  senu- 
public  institution,  standing  as  an  impartial  intermediary  between  investor 
and  borrower,  but  having  neither  the  financial  aid  nor  guaranty  of  gov- 
ernment nor  necessarily  any  special  privileges.  Early  American  investiga- 
tors mistook  the  administration  for  the  institution  itself  and  looked  upon 
it  as  a  cooperative  association.  This  mistake,  into  which  many  European 
writers  also  have  fallen,  is  pardonable,  since  the  administration  is  of  the 
associational  form,  consisting  of  members  all  of  whom  are  borrowers. 

Since  loans  are  made  only  to  members,  the  rights  and  obligations  of 
membership  rest  on  bodi  the  membership  certifiorte  and  iSbt  loan  con- 
tact. This  contract  is  not  a  promissory  note  dlgned  for  the  repayment 
of  the  loan  in  lump  at  a  fixed  poriod;  it  is  an  agreement  to  pay  an  annuity 
to  the  landschaft  indefinitely  as  kmg  as  membership  ccmtinues.  The  an- 
nuity consists  of  the  interest  at  the  agreed  rate  and  usually  one-half  or 
one-fourth  of  one  per  cent,  of  the  principal,  both  calculated  on  the  full, 
original  amount  of  the  loan,  together  with  a  contribution  to  cost  of  doing 
business;  this  last  item  may  be  altered  at  the  will  of  the  landschaft  and 
is  invariably  arranged  so  as  to  return  all  expenses  of  a  loan  within  the 
course  of  its  first  ten  or  fifteen  years.  In  addition  to  these  charges,  which 
are  paid  in  semi-annual  instalments,  the  borrower  may  be  fined  for  de- 
faults or  for  infraction  or  disregard  of  rules  and  regulations,  while  he 
must  faithfully  perform  his  duties  as  a  member  under  penalty  of  being, 
expelled  and  having  his  loan  recalled.  A  first  mortgage  on  farm  land  is 
tadcen  to  secure  tibe  contract;  At  amount  of  At  loan  must  not  exceed  fiO 
per  cent,  of  the  value  of  At  mortgaged  property. 

No  other  maximum  is  set  for  At  amount,  nor  is  the  mor^agor  re*> 
quired  to  be  the  resident  cultivator  or  to  use  At  proceeds  for  any  specified 
and  sworn  to  purpose.  A  landschaft  is  concerned  only  with  the  adeiinacy 
of  the  security,  and  this  it  determines  through  appraisers  and  officers,  who 
see  that  the  occupant  is  a  good  farmer  and  that  the  farm  is  productive 
and  capable  of  yielding  an  annual  income  equal  to  the  dues  which  the 
borrower  obligates  himself  to  pay.  To  go  farther  than  that,  and  require 
the  loan  to  be  used  for  some  particular  purpose,  would  necessitate  an 
attention  to  detail  that  the  landschaft  could  not  give  without  complicating 
its  operations  and  increasing  the  cost  of  business.  Moreover,  such  a  re- 
quirement would  be  impracticable,  because  a  landschaft  does  not  handle 
the  money  for  the  loan.  The  only  control  it  exercises  is  to  require  the 
mortgagor  to  perform  his  duties  as  a  member  and  borrower  and  to  keep 
his  farm  from  depredating  in  value  or  from  decreasing  in  productivity. 
The  landschaft  reserves  At  right  to  recall  At  loan  at  will,  but  it  omnot 
sen  or  asdgn  the  mor^sfage  or  annuity  contract;  hence,  since  tiie  borrower 
nmst  remain  a  member  tmtil  his  ddbt  is  called  by  ^e  landschaft  or  is 
finally  extingutshed,  no  third  party  can  mterfere  widi  tteir  mutual 
relations. 

After  the  applicant  has  been  admitted  to  membership  and  his  contract 
and  mortgage  have  been  dufy  executed  and  aoc^ed,  the  landschaft  gives 

26 


him  its  own  debentares  of  the  same  amount  and  interest  rate  at  lus  loaa. 
No  money  passes;  the  lending  is  not  a  cash  transaction,  bat  is  wnply  a 
^swapping"  of  pap<^s.  The  borrower  sells  the  ddtentnres  wluch  he  ob- 
tains by  this  exchange  wherever  he  can  get  the  best  price.  The  prenmm 
w  the  dKwyrto  falls  to  hinu  Nevertheless,  no  matter  what  the  discount, 
^  iproceeda  of  the  sale  are  more  than  he  could  get  on  his  own  unaided 
credit^  because  his  debt,  split  by  the  debentures  into  convenient  parts  and 
rend<^^  highly  negotiable  by  the  landschaft's  name,  becomes  a  first-class 
and  easily  marketable  security.  The  annuities  and  other  receipts  are  car- 
ried to  the  sinking  fund  or  to  the  reserve  immediately  after  they  arc 
paid  by  the  borrowers.  A  separate  account  is  kept  in  the  sinking  fund 
for  each  borrower,  and  entries  are  made  in  it  of  his  payments  and  defaults 
and  also  of  his  portion  of  the  profit  or  loss  of  the  landschaft.  When  the 
balance  in  his  favor  equals  the  sum  he  originally  borrowed,  his  loan  is 
considered  paid. 

This  may  happen  earlier  or  later  than  expected,  since  it  is  affected  by 
die  profit  and  Ims  of  the  laadachaft ;  but  naldl  this  equivalence  is  attuned, 
tiie  borrower  cootittues  to  be  indebted  to  die  landschaft  and  his  mortgage 
remains  intact  of  record*  So  a  lom  in  a  landschaft  has  of  neces^  an 

indeterminate  life,  but  inasmndi  as  it  nomaHif  runs  for  a  long  poiod, 
35,  50,  or  75  years,  a  few  years  more  or  less  are  not  of  much  importance. 
According  to  the  laws,  the  filing  of  the  mortgage  converts  the  annuity 
contract  into  a  rent  charge  on  the  land;  moreover,  until  finally  canceled, 
it  is  notice  to  the  world  that  the  landschaft  has  a  valid  claim  on  the  land 
for  whatever  appears  on  its  books  against  the  borrower.  This  allows  the 
landschaft  to  make  any  alteration  in  the  original  contract  that  it  deems 
equitable,  without  impairing  its  lien. 

A  marked  similarity  appears  between  the  methods  of  accumulating  the 
sinking  fund  in  a  landschaft  and  the  capital  of  a  building  and  loan  asso- 
ciation. Both  come  entirely  from  members  through  obligatory  periodic 
payments  made  mfk  the  effect,  if  not  in  the  spirit,  of  thrift;  but  there 
the  rinularity  ends,  for  a  landsdiaft  is  the  creditor,  wlule  the  building  and 
loan  association  is  the  dditor,  of  members  in  respect  to  its  funds,  widi 
the  landschaft  holding  exactly  a  converse  position  in  respect  to  die  out- 
side world.  The  capital  of  a  building  and  loan  association  is  accumulated 
with  a  view  to  investment,  and  may -be  used  in  loans  or  withdrawn  by 
shareholders  to  the  extent  of  their  credits.  Withdrawals  from  the  sinlc- 
ing  fund  of  a  landschaft,  on  the  other  hand,  are  not  optional  with  mem- 
bers, because  it  is  accumulated  not  for  investment  but  for  redeeming  de- 
bentures exchanged  for  loans.  A  landschaft,  however,  may  permit  a 
withdrawal  after  the  borrower  has  paid  off  a  certain  portion  of  his  loan; 
and  this  is  the  way  it  grants  extensions.  In  Prussia,  moreover,  the  King 
has  the  power  to  authorize  the  withdrawal  of  all  the  credits  of  members; 
and  he  has  occasionally  exercised  this  power  in  emergencies. 

The  sinEiilarities  and  the  differences  between  the  two  institutions  should 
be  kept  carefully  in  mind  in  order  to  prevent  coofudon.  The  motive  of 
bodi  is  benefit  to  members;  but  one  works  with  cash  and  strives  to  make 
profit,  while  die  other  works  wtdi  credit  and,  free  of  aU  hscrattve  ob- 
ject, strives  only  to  obtain  loans  for  members  on  the  easiest  possiUe  terms. 
The  shares  (the  sole  instruments  through  which  a  building  and  loan  asso- 
ciation finances  itself)  cannot  be  assigned,  and  they  never  reach  the  out- 
side world;  the  debentures  of  a  landschaft  arc  intended  for  die  market,  • 
and  they  create  an  outside  liability.  Consequently,  differing  from  a  build- 
ing and  loan  association,  a  landschaft  takes  security  to  enforce  the  periodic 
payments  of  every  member.  The  methods  of  making  loans  and  of  creat- 
ing a  sinking  fund  are  such  characterizing  features  of  the  landschaft  that 
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they  are  the  chief  things  to  be  considered  in  studying  the  institution.  A 
loan  once  made  ceases  to  be  a  borrowed  sum  to  be  repaid  in  lump  within 
a  given  time;  indeed,  the  full  amount  of  the  principal  is  never  rqiaid. 
The  loan  becomes  the  consideration  given  by  the  landschaft  for  an  annuity 
contract  which  obligates  the  member  to  compulsory  periodic  nving,  ju^ 
as  is  the  case  in  a  building  and  loan  assodation;  tlirift  tt  an  aim  of  bodi 
institutions* 

la  addition  to  his  obligatory  annuities,  a  borrower  maj  make  volun- 
tary payments  to  the  sinl^ig  fund  The  law  requires  the  acceptance  of 
whatever  cash  or  debentures  are  tendered;  and  it  is  by  thus  increasing  his 
credit  balance  that  the  borrower  pays  off  his  loan,  in  whole  or  part, 
sooner  or  at  a  more  rapid  progression  than  is  called  for  by  the  terms  of 
his  contract.  The  sinking  fund  represents  the  payments  made  by  mem- 
bers and  the  outstanding  amounts  of  their  loans.  The  aggregate  should 
equal  at  least  the  par  value,  with  accrued  interest,  or  the  debentures 
in  circulation.  If  a  member  defaults,  he  takes  away  just  so  much  money 
available  for  retiring  debentures  and  liquidating  the  liabilities  of  the 
sinking  fund.  The  landschaft  covers  the  impairment  by  apportioning 
the  loss  among  all  members  and  deducting  it  from  the  crcNlit  balances  in 
their  respective  accounts,  thus  interferiiv  wtdi  the  reductkm  and  eztbc- 
tioQ  of  didr  toans  and  postpmmg  the  day  for  cancdtag  ^  mortmes  on 
didr  farms.  Hence»  mcadiers  of  a  landsdiaft  are  not  indulgent  to  one 
another.  Defaults  are  cnndoffied  onliy  in  equitable  cases;  renewals  are 
disfavored,  and  are  never  granted  exc^  after  careful  investigation  ap- 
proved by  the  central  administration,  or  else  as  a  consequence  of  a  mora- 
torium enacted  for  the  benefit  of  all.  Subject  to  the  restricted  right  of 
withdrawal  mentioned  above,  a  member's  credit  balance  in  the  sinking 
fund  runs  with  the  land  and  becomes  the  property  of  any  purchaser  of 
the  mortgaged  farm.  Likewise,  of  course,  the  purchaser  takes  the  prop- 
erty encumbered  by  the  rent  charge  upon  it,  but  he  is  not  required  to  join 
the  landschaft  or  personally  to  assume  the  borrower's  debt 

Different  from  other  kinds  of  land-credit  institutions,  a  landschaft 
does  not  sell  the  debentures  it  issues.  It  does  not  keep  any  on  hand  even 
for  members.  The  cmly  way  they  readi  investors  b  dirough  ddtvety  to 
borrowers  in  ecchange  for  mortgages.  This  fact  is  not  altered  if  die 
landsdiaft  maintains  a  sdUng  bureau,  dace  then  it  acta  mopfy  as  agent 
of  borrowers  and  may  duuge  diem  commissions  on  the  sales.  Al- 
tiioug^  serially  numbered,  the  debentures  are  not  issued  in  series,  proip- 
erly  so  called;  diey  are  issued  singly  as  each  loan  is  made.  They  cannot  be 
issued  below  par.  The  reason  for  this  is  that  no  debenture  should  draw 
out  from  the  sinking  fund  any  more  money,  in  proportion  to  its  face 
value,  than  any  other  debenture.  If  this  method  were  not  followed,  the 
landschaft  would  have  to  issue  the  debentures  in  series  and  maintain  a 
separate  sinking  fund  for  each  series,  thus  marring  the  simplicity  of  its 
finances.  Moreover,  the  debentures  may  not  be  issued  above  par.  The 
reasons  for  this  are  that  the  landschaft  has  no  lucrative  object  and  that 
one  borrower  should  not  be  required  to  pay  any  more  for  its  facilities 
than  any  other  borrower.  In  this  way  the  impartiality  of  die  landsdiaft  is 
preserved  not  only  in  its  rdatitms  betweoi  borrowers  and  bmdholders,  as 
c&mes,  hot  alao  in  its  deafing  widi  cadi  indtvidual  mmber  and  bood- 
holder« 

There  is  no  limit  to  the  on^t  of  debentures,  nor  is  thm  necessity  for 
one  The  debentures  are  n^tiated  only  after  the  loans  are  made,  and 
none  gets  in  circulation  esccept  in  r^resentation  of  a  mortgage  placed  on 
farm  land  worth  more  than  its  face  value  and  further  secured  by  the 
coUective  liability  of  all  the  members  of  the  landschaft  Each  borrower 
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brings  to  his  hmdschaft  more  cre^  tium  debt;  the  security  of  every 
loan  is  far  greater  than  its  amount,  and  besides  is  zmpit  to  meet  aoj 
assessment  for  the  default  of  another  diat  a  member  might  be  caSed 
upon  to  pay.  So,  by  the  distribution  of  rides  and  the  law  of  averages^  a 
landschaft  becomes  safer  and  stronger  the  larger  it  grows.  It  may  con- 
tinue  to  issue  dtebestores  for  mortgages  on  farm  lands  situated  withm 
its  district  as  long  as  members  have  financial  needs  to  be  supplied  and 
can  furnish  the  security  required  by  law  and  its  regulations.  The  only 
restricticm  is  that,  after  issue,  debentures  must  be  paid  off  as  loans  are 
paid  up,  or  else  be  so  retired  by  purchase  that  all  the  funds  of  a  land- 
schaft arc  invested  in  its  own  obligations.  The  limitation  which  restricts 
the  bonds  of  a  company  to  20  times  its  capital  stock  and  surplus  could 
not,  of  course,  be  applied  to  a  landschaft,  which  has  no  capital  stock  and 
accumulates  no  earnings;  moreover,  any  arbitrary  limitation  of  the  sort 
would  be  unnecessary,  for  the  reasons  stated. 

The  usual  denominations  of  debentures  are  $100  and  $20,  so  as  to 
enable  the  borrower  to  sell  the  debentures  to  small  investors  and  attract 
the  savings  of  thrift,  which  in  all  countries  constitute  Ae  greatest  ho^ds 
of  wealth  and  the  easiest  source  of  funds.  To  each  debenture  are  attadM 
interest  coupons  for  ten  years  and  a  **talon**  entitling  the  holder  to  an- 
other set  when  the  precedmg  one  is  exhausted  The  debenture  may  be 
registered  or  unr^stered.  The  rates  of  interest  they  may  bear  are  pre- 
scribed by  law,  and  usually  are  3,  3}4,  4>  or  5  per  cent,  per  annum.  The 
supervising  authority  fixes  the  minimum  and  maximum  from  these  statu- 
tory rates.  The  borrower  has  the  option  to  designate  the  rate  as  well  as 
the  denominations  and  kinds  of  the  debentures  issued  to  him;  and  in  this 
way  is  determined  the  interest  rate  of  his  loan,  which  must  correspond 
exactly  with  that  of  the  debentures  in  which  it  is  made.  But  the  cost  of 
the  credit  so  extended  depends,  of  course,  on  the  market  quotation  at  the 
time  of  the  negotiation.  The  debentures  are  a  legal  investment  for  pub- 
lic and  fiduciary  funds,  and  the  underlying  mortgages  usually  are  exe^ 
from  taxation.  This  provision  was  adopted  to  render  ^generally  mar- 
ketable an  unquestionably  safe  security  and  to  do  awiqr  with  donUe  taxa- 
tion. The  tax  exemption,  however,  is  not  a  spedal  privitege,  because,  it 
must  be  borne  in  mind,  the  borrower  eicecutes  his  contract  and  mortgage 
and  receives  the  debentures  for  Ae  same  debt,  and  it  would  not  be  fair 
to  tax  tins  twice. 

The  mortgages  taken  by  the  landschaft  are  not  trusteed  tor  the  de- 
bentures. Trusteemg  would  be  unnecessary,  because  a  landschaft's  only 
assets  are  mortgages  and  receipts  from  borrowers,  its  only  business  is  the 
finding  of  credit  for  members,  and  its  only  possible  cerditors  are  the  de- 
benture holders.  The  debentures  are  secured  by  the  general  standing 
and  all  the  resources  of  the  landschaft.  These  include  the  collective 
liability  of  members,  arising  from  the  fact  that  members'  does  npom 
receipt  are  first  applied  to  make  good  deficiendes  in  the  shddng  fund  occa- 
sioned by  default  of  any  borrower.  TWs  coUecthrc  Hatili^  nny  be  lim- 
ited in  some  statutory  way,  such  as  to  a  percentage  or  a  nrakiple  of  ttkt 
amount  of  each  individual  loan  or  of  the  vatae  of  the  land  mor^:aged 
for  it  But  limitations  of  this  nature  upset  the  sinking-fund  arrange- 
ment and  devitaUze  basic  principles;  so  the  true  landschafts  insist  upon 
unlimited  liability,  that  is.  liability  extending  to  personal  assessments 
equal  against  all  members  to  maintain  the  sinking  fund  and  reserve  at  an 
amount  sufficient  to  meet  the  principal  and  interest  of  the  debentures^ 

The  debentures  specify  that  interest  shall  be  paid  every  six  months, 
but  do  not  contain  one  word  about  the  payment  of  principal.  Consc- 
quentiy,  since  they  do  not  attach  either  as  a  fixed  or  even  as  a  floating 
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charge  against  the  mortgages,  they  are  mere  naked  acknowledgments  of 
indebtedness  of  certain  amounts,  without  any  date  set  for  redemption. 
They  are  a  liability  against  the  sinking  fund  and  the  members,  rather 
than  of  the  landschaft  itself.  The  obligation  of  the  landschaft  does  not 
arise  from  the  wording  of  the  debenture,  but  results  from  provisions  in 
the  law  under  which  it  operates.  But  these  provisions  do  not  oblige  the 
landschaft  to  pay  the  principal  or  even  the  interest  before  obtaining  it 
from  its  members.  The  law  simply  requires  that  every  six  months  de- 
bentures shall  be  redeemed  up  to  the  amount  of  the  cash  on  hand  in  the 
sinking  fund.  The  deficiencies  in  this  fund  caused  by  defaults  of  members 
are  not  added  to  the  amount  to  be  paid  out,  as  is  usually  required  by  the 
laws  on  joint-stock  land-credit  companies. 

The  retirement  is  done  by  lot  The  debentures  tfans  sdected  beocune 
erigible;  interest  stops  runnmg  on  them  after  offidal  publication,  and 
they  most  be  redeemed  if  presoited  before  eacpiry  through  the  statute  of 
limitations.  If  not  redeemed,  the  only  recourse  of  the  holders  is  a  receiver- 
ship; individually  they  cannot  sue  the  landschaft  The  drawings,  how- 
ever, are  not  Ae  only  way  in  which  debentures  are  retired.  A  landschaft 
may  purchase  them  like  an  ordinary  investor,  while  borrowers  may  pay 
their  dues  with  them.  Thus,  both  may  take  advantage  of  any  drop  in 
the  market  to  reduce  their  liabilities;  and  since  this  makes  the  debentures 
always  worth  their  face  value  as  an  investment  for  the  sinking  fund  or 
as  a  payment  on  the  loans  which  they  represent,  it  tends  to  steady  quota- 
tions. Purchased  debentures  may  be  reissued,  but  those  withdrawn  by 
lot  must  be  canceled.  The  use  of  debentures  as  cash  for  payment  of 
loans  is  possible  in  a  landschaft,  because  this  assod^onal  institotion  has 
no  lucrative  object,  and  members  should  have  a  chance  to  reap  tiie  ad- 
vantage from  any  premium  since  diey  suffer  Ae  loss  of  a^  ifisoount. 
The  right,  however,  would  be  ndtfaer  practical  nor  fair  in  a  joint-stodc 
company,  because  the  capital  of  a  corporation  is  an  investment  of  share- 
holders that  should  be  allowed  attractive  dividends  and  protected  from 
the  risks  of  business  by  a  reserve  and  a  surplus  created  out  of  earnings. 
A  disr^rd  of  this  distincti<m  has  spcnled  most  of  the  bills  introduced  in 
Congress. 

The  compulsory  semi-annual  drawings  do  not  require  money  to  be  paid 
out  in  advance  of  its  receipt.  The  debentures  do  not  become  a  claim 
against  the  landschaft  until  it  is  ready  and  willing  to  pay  and  has  by  its 
own  act  made  them  due.  Hence,  a  landschaft,  like  a  building  and  loan 
association,  is  protected  by  a  safeguard  that  prevents  it  from  becoming 
overburdened  with  debt  to  oatdde  parties.  The  only  obligation  is  to 
pay  interest  every  six  numths  and  to  return  the  principal  aft^  recov^ 
from  tfie  borrowers.  But  this  oUigation  is  acfaiowledged  withont  fear 
or  favor,  for  the  landschaft  is  not  organleed  for  charity.  It  must  pro- 
tect meiDdsen  from  defaults  of  one  another  with  the  same  impartiality 
that  it  displays  between  them  and  the  bondholders.  If  summary  proceed- 
ings for  foreclosure  arc  not  provided  by  law,  a  landschaft  provides  for 
them  by  clauses  in  the  mor^fage  which  it  enfctfces  to  the  letter,  unless 
there  be  strong  reasons  for  leniency. 

The  effect  of  the  periodic  drawings  is  to  amortize  at  once  the  debt  of 
the  borrowers  and  the  corresponding  claims  of  the  bondholders,  and  also 
to  prevent  the  debentures  in  circulation  from  ever  exceeding  the  aggre- 
gate amount  outstanding  on  the  loans.  The  mortgages  always  at  least 
equal  the  debentures,  while  the  sinking  fund,  composed  of  repaid  loans 
and  employed  only  in  redeeming  or  retiring  debentures,  is  reduced  to 
nothing  every  six  months;  it  cannot  be  invested  in  new  loans,  used  as  a 
working  fund,  or  diverted  in  any  way  from  its  proper  purpose.  Conse- 
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qmatif  a  badsdiaft  cannot  pyramid  on  its  credit,  become  encttmbered 
w&  debt,  accumulate  idle  funds,  speculate,  or  deviate  from  its  true 
course  as  a  land-credit  institution  created  and  managed  for  the  benefit 
of  members.  But  it  must  act  as  a  disinterested  intermeditary  between 
investor  and  borrower,  because  it  is  a  credit  dispenser  and  not  a  money 
lender.  It  collects  from  the  borrowers  the  loans  which  it  has  enabled 
them  to  obtain,  and  forthwith  returns  these  collections  to  the  debenture 
holders  from  whom  they  originally  came;  and  it  receives  no  pay  or  com- 
pensation in  the  transaction,  nor  does  it  strive  to  make  any  profit  to  dis- 
tribute among  others.  No  stockholder  or  creditor  of  any  sort  stands 
between  it  and  the  lenders  and  borrowers ;  no  claim,  except  that  of  a  de- 
benture, can  possibly  attach  to  its  assets.  So  the  ddienturai  are  the  sole 
liability  on  the  mortgages,  each  representing  the  actual  lendst«  value  of  m 
particular  farm,  and  having,  by  reason  of  the  associational  guaranty,  tiie 
amwal  income  from  all  tiie  mortgagv^  farau  in  the  district  for  its 
repayment* 

Wttih  such  an  arrangement  failure  is  almost  an  impossibility  and  has 
never  occurred.  Of  all  the  institutions  devised  for  land  credit,  the  land- 
schaft  is  the  only  one  that  preserves  this  direct  and  exclusive  Hen  on 
its  entire  resources  for  the  instruments  through  which  it  utilizes  its 
credit  in  the  market.  The  landschaft  plan  is  the  oldest  of  all  the  schemes 
devised  for  organizing  land  credit,  and  is  acknowledged  by  European  au- 
thorities to  be  the  best  for  long-term  loans  on  farm  lands.  It  holds  the 
preeminence  in  this  field  that  the  building  and  loan  association  plan  holds 
among  urban  homeseekers.  Most  of  the  landschafts  were  established  Iff 
special  acts  before  general  laws  on  incorporation,  mortgaging,  and  repa- 
tration  of  land  tities  were  enacted  or  tiiooght  of.  These  special  atts  differ 
from  the  present  general  laws  and  give  the  i4>pearance  of  special  privi- 
ly This,  appearance^  however,  is  true  <mly  in  part  The  main  point  of 
difference  is  in  Ihe  metitod  of  recovering  claims;  but  this  is  not  vital, 
because  any  company  or  association  could— and  usually  every  one  does- 
obtain  by  contract  with  its  customers  or  members  the  same  right  which  a 
landschaft  enjoys  by  law  of  summary  proceedings  against  delinquents. 

Aside  from  this  peculiar  right,  originating  in  Frederick  the  Great's 
efforts  to  assist  the  impoverished  landed  nobility,  the  landschafts  are  not 
recipients  of  government  favors  to  any  marked  degree.  They  do  not 
enjoy  tax  exemptions,  subsidies,  or  state  aid  of  any  sort,  except  the  in- 
tervention of  government  in  the  election  of  their  executive  ofl&cers.  The 
probabilities  are  that  if  landschafts  were  to  be  established  anew,  they 
would  not  be  set  apart  for  special  distinction;  so  it  is  to  be  hoped  Aat 
the  use  of  the  cash  or  credit  of  government  will  not  be  urged  at  their 
establishment  in  the  United  States.  State  aid,  unless  it  be  a  dhrect  guar- 
anty, could  not  make  the  debentures  sell  at  a  better  figure  tiian  they 
br^  today;  so  sudi  aid  would  be  not  only  useless  but  worse  Aan  use- 
less, because  it  would  destroy  the  mutuality  in  responsibility  among  mem- 
bers— tiie  bade  prmciple  of  a  landschaft  and  the  camt  of  its  success  and 
safety* 

The  establishment  of  landschafts  in  the  United  States  is  a  matter  for 
the  legislatures  of  the  states.  In  drafting  the  laws,  the  framers  should 
bear  in  mind  that  a  landschaft  is  a  district  and  not  a  company,  coopera- 
tive association,  or  eleemosynary  society.  The  lawmakers  in  some  Euro- 
pean countries  were  badly  bewildered  in  this  particular  and  brought  forth 
fantastical  institutions  that  are  more  attractive  on  paper  than  in  prac- 
tice. The  Swedish,  Danish,  Muscovite,  Italian,  and  recent  German  so- 
called  landschafts  are  examples  to  be  shunned.  America  should  go  back 
to  the  old  Prussian  landschafts,  eliminate  flieir  antiq^iated  bttreaticsvtic 
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methods  and  latter-day  denaturing  excrescences,  bring  to  light  the  original 
idea,  and  apply  it  in  its  pristme  purity  by  dividing  the  agricultnral  alnlSi 
into  districts  for  issuing  debentures  for  loans  secured  by  massed  mort- 
gages on  farm  lands  and  guaranteed  by  tibe  onfimited,  collective  liabilitjr 
of  tiie  borrowers* 

This  does'  not  mean,  of  course,  that  farmers  should  be  forced  to  be- 
come members,  or  that  the  Uabilities  of  a  landsdiaft  should  be  legislated 
as  an  involuntary  lien  upon  the  farms  of  persons  who  do  not  belong  to 
it  The  legislation  should  be  permissive  only,  and  simply  create  the  facil- 
ity and  render  it  available  for  all  who  may  choose  to  resort  to  it  for 
long-term  loans.  Each  district,  if  there  be  more  than  one  landschaft  in 
a  state,  should  be  separate  and  distinct,  not  complicated  by  subdivisions 
or  combined  with  any  other  district.  Its  boundaries  should  not  embrace, 
for  instance,  both  swamp  or  arid  and  improved  and  highly  productive 
lands,  with  a  view  to  striking  an  average  to  strengthen  low,  at  the  ex- 
pense of  high,  values.  Its  entire  area  should  have  the  same  climatic  and 
other  conditions,  the  same  appraising  and  lending  methods,  so  Ihat  tiie 
debentures  issued  on  the  farms  therein  diall  all  bear  the  same  intorest 
rate,  as  near  as  may  be.  This  would  prevent  complaints  of  discrimina- 
tions amd  also  practices  that  mig^t  justify  sadi  complaints.  No  special 
privileges  should  be  accorded,  other  than  to  exempt  from  taxaticm  the 
mortgages  hdd  by  a  landschaft  and  to  make  its  debentwes  a  kgal  in* 
vestment  for  public  and  fiduciary  funds* 

A  landschaft  should  not  be  authorized  to  make  short-term  loans;  such 
business,  involving  numerous  details  and  renewals,  calls  for  more  time, 
care  and  responsibility  than  members  could  afford  to  give  to  it.  The  ob- 
ligatory performance  of  duties  as  president,  managing  officer,  or  receiver, 
if  the  demands  were  frequent,  would  interfere  seriously  with  a  farmer's 
own  affairs.  The  sole  province  of  a  landschaft  is  the  making  of  loans 
that  run  for  many  years  without  need  of  much  more  attention  than  is 
required  to  see  that  annuities  are  promptly  paid.  As  a  result,  their  baair 
ness  is  necessarily  restricted,  because  only  a  minor  proportion  of  mort- 
gages are  ever  made  for  long  term,  no  matter  how  well  land  credit  may 
be  orgsmized.  All  fumers  do  not  want  tibem,  while  die  possitnlity  of 
d^^datton  in  the  security  that  magr  be  o&^  puts  a  natoral  &nt  to 
their  acceptance. 

The  shifting  of  population  has  a  greater  effect  on  real  estate  than  on 
any  other  kind  of  property.  Buildings  may  be  insured  against  destruc- 
tion but  not  against  vacancy,  decay,  or  changes  in  use  or  value.  Hence, 
appraisals  for  long  periods  must  be  based  mainly  upon  the  land;  so  it  is 
that  farms  are  the  safest  security  for  long-term  loans.  Mansions  may 
become  boarding-houses,  factories  may  become  fit  for  nothing;  but  fer- 
tile, arable  land  has  a  value  that  rests  upon  mankind's  most  elemental 
needs  and  fluctuates  only  with  civilization  itself.  Agriculture  preceded  and 
will  survive  every  other  industry  in  this  country.  Consequentiy  a  landr 
schaft  can  accept  with  perfect  safety  only  farm  mortgages  as  security^ 
and  it  should  leave  properties  of  other  kmds  and  diort-term^  loans  to 
institutions  organised  differmUy  from  it  and  espedaQy  e^iq^P^  for 
handling  tfiem. 

In  Europe  the  landschafts  are  tiie  only  institutions,  except  public  or 
semi-public  land-credit  banks,  that  grant  extensively  long-term  loans  to 
farmers,  and  they  surpass  such  banks  in  their  ability  to  transact  this  kind 
of  business.  Of  all  the  European  land-credit  ideas  importable  into  the 
United  States,  the  landschaft  idea  is  the  best  Europe,  indeed,  has  failed 
fully  to  appreciate  its  wonderful  efficacy  and  has  corrupted  or  neglected 
the  institution  in  many  countries,  owing  to  lack  of  self-reliance  on  the 
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part  of  (he  peasantfy.  Purified  and  modernized,  the  idea  would  take  on  a 
renewed  vitality  amoiv  self-reliant  American  farmers  and  enable  them 
always  to  obtain  loans  at  fair  interest  rates  and  on  easy  terms.  But,  c<m- 
trary  to  the  frequently  repeated  error  and  hope,  the  rate  would  perhaps 

not  go  as  low  as  that  of  government  bonds.  No  credit  instruments  can 
equal  those  of  government,  based  as  they  are  directly  on  the  taxing  power 
for  their  redemption. 

If  a  landschaft  were  established,  the  farmers  of  its  district  might  or 
might  not  join  it,  as  they  liked.  They  certainly  would  avail  themselves  of 
this  non-profit-making,  non-dividend-paying  institution,  if  they  found  or 
believed  that  the  terms  offered  by  companies  or  individual  money-lenders 
were  unsatisfactory;  this  would  give  rise  to  a  healthy  competition  that 
would  set  rural  fiionce  right  in  that  district  Indubitably  it  is  to  be  pre- 
ferred tiiat  only  landachafts  of  the  pure  type  be  established  in  the  be- 
ginning and  that  the  consideratioa  of  their  modification  be  left  to  some 
future  tinae,  if  after  thorough  trial,  the  pure  type  should  not  prove  to  be 
adapted  to  this  country.  Moreover,  it  is  very  desirable  that  all  states 
which  establish  landschafts  should  adopt  the  same  type,  so  that  their 
debentures  may  be  of  a  standard  quality  and  easily  marketable  in  6am- 
dal  centers. 

The  drainage  acts  in  the  United  States  would  afford  helpful  sugges- 
tions in  formulating  legislation  for  landschafts.  Indeed,  there  is  a  strik- 
ing resemblance  in  organization  and  administration  between  the  old 
Prussian  landschafts  and  the  drainage  districts  in  some  of  the  American 
states.  In  Illinois,  for  instance,  when  it  is  desired  to  construct,  repair,  or 
maintain  a  ditch,  embanlanent,  or  grade  for  agricultural  or  sanitary  pur- 
poses to  apportion  the  costs  among  the  parties  to  be  benefited,  a  dis- 
trict may  under  the  Act  of  1885  be  estaUi^ed  therefor  by  Ac  majority 
of  the  adult  landowners  holding  in  the  aggregate  more  tham  one-third  of 
the  lands  lying  in  the  proposed  district,  or  by  the  owners  of  the  major 
portion  of  such  lands  who  constitute  one*third  &c  more  of  all  the  land- 
owners. 

When  an  Illinois  drainage  district  is  established,  the  resident  land- 
owners elect  three  commissioners  for  one  year,  two  years,  and  three  years 
respectively.  The  term  of  office  thereafter  continues  for  three  years 
The  commissioners  appoint  the  treasurer  and  other  employees.  The  town 
clerk  acts  as  clerk.  The  district  may  be  divided  into  subdistricts,  with 
subconunissioners  elected  in  the  same  way  as  the  commissioners  of  the 
main  durtrict  The  c<»nmissioners  and  subcommissioners  must  be  resi- 
dent landowners;  tbey  are  psud  expenses  and  a  per  diem  for  actual 
services. 

As  soon  as  the  oommiasicMiers  have  drawn  up  plans  for  drainage 
works,  they  proceed  to  make  assessments  for  benefits,  by  classifying  the 

lands  in  40-acre  tracts.  The  tract  that  receives  the  most  benefit  is  marked 
100,  and  the  other  tracts  are  graded  accordingly.  This  classification  is 
the  basis  for  the  levy  of  such  taxes  as  may  be  necessary  for  the  work. 

The  commissioners  then  order  such  taxes  to  be  raised  by  special  assess- 
ment upon  the  tracts,  and  the  amount  is  apportioned  among  the  several 
tracts  so  that  each  tract  bears  an  equal  burden  in  proportion  to  the 
benefits.  Appeals  from  the  classification  and  assessments  lie  to  the  county 
court. 

The  assessments  may  be  paid  in  instalments  running  for  fifteen  years 
from  the  date  of  levy.  All  assessments  become  a  lien  upon  each  tract 
to  the  extent  of  the  proportionate  share  assessed  or  levied  against  it; 
however,  such  tract  or  its  owner  is  not  liable  for  more  than  such  propor- 
tionate diare  and  subsequent  levies.  In  case  an  owner  neglects  to  pay  an 
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assessment  or  instalment^  the  commissioners  may  bring  siut  to  foreclose 
the  lien,  or  they  nay  enlc^w  the  collectioa  in  the  manner  provided  for 

collecting  delinquent  taxes. 

The  commissioners  may  on  their  notes  borrow  up  to  90  per  cent,  of 
any  assessment.  Upon  petition  of  the  majority  of  the  landowners  th^r 
may  also  extend  the  time  of  payment  of  an  assessment  for  ten  years  and 
issue  bonds  to  run  for  one  year  after  the  assessment  becomes  due  under 
such  extension.  The  bonds  are  a  lien  on  the  assessment.  Interest  on 
notes  or  bonds  must  not  exceed  six  per  cent,  a  year.  The  bonds  of  an 
Illinois  drainage  district  may  be  registered  with  the  auditor  of  state.  If 
such  registered  bonds  are  defaulted,  the  amount  of  the  default  is  appor- 
ti<med  among  the  various  tracts  in  the  district  and  collected  along  with 
the  taxes  levied  for  stale  revenues. 

Hence»  it  will  be  seen,  an  IlUnois  dramage  district  is»  to  a  greater  ex- 
teal  than  a  Prussian  landschaft,  created  and  officered  1^  mendiers.  ^le 
ofiicers  have  a  public  character  and  standing.  The  assessments  in  a  drains- 
age  district  are  an  indefeasible  lien  on  the  pnqperty  benefited,  and  each 
landowner  is  liable  for  his  proportionate  share,  exactly  as  is  the  case  witfi 
the  loans  to  borrowers  in  a  landschaft.  The  district  may  issue  bonds  up 
to  near  the  amount  owing  by  the  landowners  on  the  assessment,  while  a 
landschaft  may  issue  debentures  up  to  the  amount  owing  by  borrowers  on 
their  loans.  The  liability  of  the  landowners  on  the  registered  bonds  of 
the  drainage  district,  and  of  the  members  of  a  landschaft  on  its  debentures 
is  joint  and  several  and  unlimited;  and  any  default  is  made  good  by 
assessments  equal  against  all  in  both  cases. 

The  difference  between  the  two  institaticms  is  that  the  Illinois  drainage 
district  negotiates  its  bonds  and  uses  the  money  for  drainage  works, 
while  a  hmdsdiaft  turns  its  debentures  over  to  its  membm  to  be  used 
in  raising  money  for  individual  loans.  This  difference  in  die  use  of 
funds,  however,  does  not  affect  the  remarkable  resemblance  in  respect  to 
organization  and  administration.  Illinois  is  but  one  of  the  exam^es  that 
might  be  cited.  The  drainage  districts  in  the  American  states  contain 
the  basic  principles  of  the  landschaft.  A  law  patterned  after  their  acts 
would  be  highly  serviceable  for  long-term  lending  on  farm  lands.  The 
instalments  or  annuities  which  the  borrowers  contracted  to  pay  could  be 
made  a  lien  upon  their  lands,  exactly  as  the  assessments  for  drainage 
works,  and  this  would  do  away  with  the  necessity  of  mortgages.  All 
tiiat  would  be  required  would  be  to  take  the  notes  or  contracts  of  the  bor- 
rowersi  fik  these  papers  witii  the  treasurer,  and  make  on  the  records 
proper  entries  of  this  fact  and  of  the  assessments  and  payments. 


CHAPTER  V 
woam  AND  xosxcaa  coicPAiim 

A  bond  and  mortgage  company  is  a  corporation  with  a  fixed  capital 
stod^  usually  paid  in.  Its  powers  are  to  issue  bonds  or  debentures  and 
to  make,  purdiase,  deal  in  and  sdl  loans  on  real  estate.  The  administra- 
tion and  ofganixatiini  are  similar  to  that  of  an  ordmuy  corporation 
Supervision  is  lodged  in  the  banking  department  Special  acts  of  a 
mcmopolistic  nature  have  been  passed  in  some  countries,  but  usually  the 
incorporation  is  obtained  under  a  general  law  which  permits  the  forma- 
tioa  of  plural  ccMmprtitive  eonvonies.  Loans  may  be  made  on  any  land 
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of  ttaX  ertate,  tat  ft  company  may  by  its  charter  or  by-laws  csoii&ic  ita 
credk  iadlHks  to  some  particular  dasa  of  borrowers. 

There  axe  many  different  laws  on  bond  and  mortgage  companies, 
but  they  arc  all  patterned  more  or  less  closely  after  the  French  legisla- 
tion of  1852.  This  comprises  a  general  law  which  applies  to  both  land- 
schafts  and  joint-stock  companies  and  simplifies  for  them  the  methods 
of  determining  titles  to  real  estate  and  of  recording  and  foreclosing  mort- 
gages; and  also  a  special  act  creating  the  Credit  Fonder  de  France  (Land 
Credit  Company  of  France)  to  operate  under  the  general  laws.^  The 
Credit  Fonder  as  it  now  stands,  however,  is  a  semi-public  institilticm 
which  enjoys  a  monopoly  by  reason  of  its  connection  with  goveniment 
and  of  a  special  privilege  allowing  it  to  award  prises  at  the  redemptikm 
of  its  debentures.  Furthermore,  by  successive  amendments  of  its  organic 
act,  it  has  been  authorized  to  receive  deposits,  to  make  loans  to  and  issue 
bonds  for  nnmicipaLUties,  public  establishment^  colonies  and  states,  and 
to  finance  drainage  and  piAtic  works.  These  functions  now  constitute  the 
laiger  part  of  its  busiiiesB»  and  have  done  away  with  its  pure  land-credit 
character.  Only  those  provii§ions  of  the  French  law  which  bear  upon 
mortgaging  need  be  mentioned  here. 

The  Cridit  Fonder  has  power  to  make  to  any  landowners  loans  re- 
pfl^aUe  at  long  term  by  annuities  or  at  short  term  with  or  without  amor- 
tization, and  to  circulate  debentures  not  to  exceed  the  aggregate  of  the 
sums  owing  by  its  borrowers.  The  capital  stock,  now  $50,000,000,  must 
always  be  maintained  at  one-twentieth  at  least  of  the  funds  reahzed 
on  the  debentures  in  circulation.  One- fourth  must  be  invested  in  govern- 
ment bonds  and  one- fourth  in  other  securities  designated  by  the  law, 
while  the  remainder  may  be  invested  in  loans.  The  shares,  $100  each, 
carry  no  liability  except  for  their  face  value,  and  can  be  issued  only  at 
par  or  at  a  premium.  They  may  be  r^[istered  or  uar^stered,  but  divi- 
dends are  payable  to  bearer.  The  holder  rwf  make  partial  payments;  he, 
his  heirs,  and  his  creditors  are  bound  by  the  bylaws,  and  their  rights  are 
determined  diereby.  The  Cr^  Fancier  cannot  extend  credit  on  its  own 
shares. 

The  Iftft^f  must  be  secured  by  first  mortgage.  Theatres,  mmes,  and 
quarries  are  not  mortgageable.  The  mortgaged  property  must  be  capable 
of  yielding  a  durable  and  ascertainable  revenue,  and  its  perishable  parts 
must  be  insured.  Its  value,  estimated  by  the  revenue  and  the  selling 
price,  must  be  maintained  during  the  life  of  the  mortgage.  The  amount 
of  the  loan  must  not  exceed  one-half  of  this  value,  or  one-third  for 
vineyards,  orchards,  nurseries  and  the  like.  The  industrial  use  is  ne- 
glected in  appraisals  of  factories  and  manufacturing  plants.  The  rate 
of  interest  is  fixed  by  the  board  of  directors,  but  nmst  not  be  more  than 
six-tenths  of  one  per  cent  over  the  rate  actualbr  paid  on  the  debentttres 
of  the  series  cnrmt  when  tiie  board  fixed  its  lending  tate  Defonlts 
bear  intmst  at  five  pet  cent  per  annum,  and  besides  render  the  oitire 
prindpal  exigible.  The  loan  may  also  be  recalled  if  the  security  becomes 
impaired  or  if  tiie  property  be  trauferred  or  encumbered  without  the 
consent  of  the  company.  The  borrower  stands  all  the  cost  of  the 
appraisal  and  of  the  making  and  recovery  of  the  loan.  The  short-term 
loans  run  for  nine  years  or  under;  they  are  payable  in  lump  at  maturity 
and  prepayment  is  not  allowed.  The  long-term  loans  run  from  ten  to 
75  years;  they  must  always  be  reducible  by  annuities,  and  the  annuity 
must  be  no  larger  than  the  revenue  of  the  mortgaged  property.  Pre- 
payment in  whole  or  in  part  is  allowed  by  payment  of  an  additional 
three  per  cent,  upon  the  sum  so  paid  in  advance;  the  charge  at  present 
is  one-half  of  one  per  cent 
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The  Cridit  Fonder  issues  its  debentures  in  scries,  each  of  many 
millions  of  dollars,  in  representation  of  its  long-term  loans.  The  mort- 
^  gages  are  not  held  in  trust  for  their  security.  The  money  obtained  by  the 
issues  of  debentures  should  not  exceed  the  amount  of  the  outstanding 
loans;  if  there  should  be  an  excess,  it  must  be  invested  in  securities  of 
the  kind  designated  by  statute  until  used  in  long-term  loans.  The  de- 
bentures may  be  registered  or  unregistered,  but  the  coupons  are  payabfe 
to  bearer.  No  denomination  may  be  smaller  than  $20.  The  rate  of 
interest  and  times  and  methods  of  payment  are  fixed  by  die  board  of 
directors,  but  the  date  for  payment  of  Uie  interest  most  be  three  aaoBlhs 
after  die  date  for  tibe  payouait  of  dhe  aniitttties»  so  that  tte  company 
may  be  able  to  coOect  tiie  dnes  from  borrowers  in  time  to  meet  its  oUi- 
gatiims  to  debenture  holders.  Hie  debentures  are  not  exempt  from 
taxation,  but  thqr  are  lawful  investment  for  fiduciary  and  public  funds. 

The  debentttres  do  not  specify  any  time  for  the  return  of  the  prin- 
cipal; they  simply  state  that  they  are  redeemable  by  lot  within  some 
period  extending  to  a  distant  date,  and  contain  a  clause  showing  how 
many  drawings  will  be  held  and  the  amount  of  the  prizes,  if  any,  pro- 
vided by  the  board  of  directors  for  the  series,  as  in  the  following 
sample : 

Payable  at  par  after  withdrawal  by  lot  within  sixty  years  the  latest  from  Novem- 
ber 1,  1860,  giving  right  to  3.75  per  cent,  interest  per  annum^  half-yearly  May  1  and 
November  1,  and  to  participation  annuaUy  in  two  lottery  drawings  with  prizes  amount- 
mg  to  300,000  francs,  confomMUr  wiA  annexed  adiednle: 

This  is  in  accordance  wtdi  tiie  law  which  permits  the  CrSHt  PomcUr 
to  issue  ddMsntures  without  fixed  matarity  and  with  prtaatum  or  prises, 
and  to  defer  thdr  payment  until  withdrawn.  At  every  drawing  tiie 
necessary  number  of  Mmtures  must  be  retired  so  that  those  remaintng 

in  circulation  shall  not  exceed  the  outstanding  loans.  An  advertisement 
describhig  the  debentures  so  retired  is  officially  published;  thereafter 
they  cease  to  bear  interest  and  upon  presentation  are  paid  and  canceled 
Debentures  which  the  Credit  Fonder  has  purchased  in  the  maikct  or 
received  from  borrowers  in  lieu  of  cash  may  be  reissued. 

The  amortizements  of  borrowers  are  carried  to  a  sinking  fund,  from 
which  the  Credit  Fonder  retires  debentures  by  lot  through  periodical 
drawings  at  the  intervals  announced  at  their  issue.  The  profits  must  be 
distributed  as  follows :  five  per  cent,  in  dividends,  from  five  to  20  per  cent 
in  maintaining  the  obligatory  reserve,  and  the  remainder  in  dividends 
or  in  such  other  ways  as  the  board  of  directors  may  decide;  the  board 
decides  also  how  the  reserve  shall  be  invested  or  emphqredL  This  fond 
is  used  fcMT  emergoicies,  and  tapedaSfy  to  steady  divi^nds;  if  profits 
are  not  snffident  for  a  fire  per  cent  Aridead,  tibe  difference  may  be 
made  good  out  of  it  Besides  this  obligatory  reserve  the  Cridii  Fonder 
accumulates  apedH  reserve  lor  pacing  preainm  aad  fdses  and  for 
extraordinary  expenses. 

The  French  legislation  of  1852  is  far  from  perfect  It  was  modeled 
on  the  organic  acts  of  the  old  Prussian  landschafts.  The  framers,  like 
the  American  investigators,  mistook  these  district  credit  bureaus  for 
associations,  and  wrought  confusion  by  a  wrong  application  of  their 
principles  and  methods.  Furthermore,  France  never  gave  its  general 
law  a  fair  trial,  but  stifled  private  enterprise  and  competition  by  creating 
in  the  same  year  by  a  special  act  its  highly  privileged  monopolistic 
Cridit  Fonder  to  operate  in  connection  with  government  and  to  exertiae 
various  ri^its  in  addition  to  tibose  accorded  mder  the  general  taw. 
France  today  is  in  almost  as  much  need  of  a  reotganizatioa  of  had 
credit  as  the  United  States,  Neverthdess,  this  French  l^dation  was  the 
starting  pdat  for  hood  and  mortgage  eompudm,  jusl  as  ibe  Silesum  act 
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of  1769  was  the  starting  point  for  landschafts,  although  the  latter  was 
not  the  first  of  its  kind,  as  shown  in  Chapters  IV  and  XI  of  our  bode 
on  "Rural  Credits"  (New  York:  D.  Appleton  &  Company). 

Two  simple,  master  clauses  appear  in  all  the  best  laws  on  bond  and 
mortgage  companies.  They  are:  (1)  capital  stock  and  surplus  must  be 
maintained  at  a  safe  ratio  to  bonds  or  debentures;  and  (2)  bonds  or 
debentures  in  circulation  must  represent  first  liens  on  real  estate  of 
adequate  value  and  must  nevo*  exceed  the  outstanding  losms  in  eidier 
amount  or  interest  rate.  Experience  m  ^irope  bas  proved  that  <me 
dollar  to  twenty  hilars  is  a  sufficieat  ratio  to  protect  tiue  bondboldm 
of  a  company  against  defaults  of  its  borrowers  if  a  fair  proportion  of 
the  caq^ital  stock  or  a  reserve,  created  out  of  surplus,  is  kept  in  liquid 
assets.  The  laws  designate  one-fourth  of  the  capital  stock  or  all  of  an 
obligatory  reserve  to  be  thus  set  aside  as  a  guaranty  fund  to  protect  the 
holders  of  bonds  and  shares.  The  legal  investment  for  this  fund  is  the 
same  kind  of  personal  securities  that  are  required  for  savings  banks  or 
the  reserves  of  life-insurance  companies  in  the  United  States.  With  this 
exception,  a  company  may  use  all  its  assets,  regardless  of  source,  in  its 
business,  and  distribute  all  its  net  earnings  among  stockholders.  The 
rights  of  the  stockholders  are  looked  upon  as  favorably  as  those  of  the 
bondholders*  since  they  are  the  ultimate  guarantors  of  the  risks  and 
supply  the  first  capita!  for  the  operatioQS.  There  is  no  liodt  to  ^vi* 
dends;  the  aim  is  profit  and  no  restrictions  are  impose<t  »aspt  such  as 
safeguard  borrowers  from  oppttawm  and  hivestors  from  fraud  tedc- 
lessness.  A  maximum  is  ^escribed  for  the  capital  stock  so  as  to  prevent 
monopoly,  but  inasmuch  as  the  capital  stock  serves  not  only  as  a  working, 
but  also  as  a  guaranty  fund,  and  must  be  maintained  at  a  statutory  ratio 
to  obligations,  the  amount  is  subject  to  increase  or  even  diminution  under 
the  maximum  upon  approval  or  order  of  the  supervising  autliority.  Pro- 
vision for  this  is  made  in  the  charter. 

There  are  three  distinct  ways  of  utilizing  the  capital  stock  in  con- 
nection with  the  bond-issuing  power  for  financing  operations.  In  France, 
the  Cridit  Fonder  makes  its  short-term  loans  from  capital  stock  and 
surplus,  but  finances  its  long-term  loans  by  debentures.  The  debentures 
may  be  issued  befi^re  making  the  loans,  but  if  the  company  has  over* 
estimated  ite  financial  needs,  the  excess  af  monqr  realized  at  tibe  sdes 
must  be  placed,  pending  its  r^^ular  employment,  in  the  GovoimMnt's 
keeiHng  or  in  the  securities  designated  by  the  law.  The  free  caintal 
stock  may  be  used  in  buying  its  own  debentures  or  in  covering  the  losses 
in  the  sinking  fund  occasioned  by  borrowers'  defaults.  These  two 
clauses  were  suggested  by  the  landschafts ;  the  latter  is  of  doubtful  value. 
In  Italy,  the  Istituto  Italiano  di  Credito  Fondiario  (Italian  Land  Credit 
Company)  makes  its  loans  from  free  capital  stock,  then  issues  deben- 
tures to  recoup  the  investment,  and  thus  uses  its  capital  stock  as  a 
revolving  working  fund.  In  Germany,  the  land-mortgage  banks  make 
the  loans  from  any  of  their  assets,  trustee  specific  mortgages,  issue  bonds 
on  that  security  in  order  to  raise  more  money,  and  thus  they  use  their 
capital  stocks  mainly  as  the  final  guaranty  for  their  bonds  and  all  other 
lia^ities. 

The  obsa*vance  of  this  diversity  of  methods  becomes  highly  impor- 
tant in  framing  the  provisions  for  the  issue  of  bonds  or  ddientnres* 
RqEau'dtng  the  question  of  trusteeing,  it  may  be  said  that  if  a  company 
is  empowered  to  use  its  funds  for  various  objects  (as  in  Germany),  tlM 
instruments  financing  each  object  should  have  the  service  of  a  trustee 
for  holding  all  the  securities  arising  out  of  that  particular  object.  On 
the  other  band,  if  a  ampsmy  may  use  its  funds  for  only  cme  object,  and 
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that  object  be  mortgaging,  the  trusteeing  is  unnecessary  since  its  only 
possible  claimants  are  bondholders.  It  would  not  be  equitable  to  classify 
the  bonds  according  to  series  and  give  to  one  series  a  ^lority  on  §omt 
p9Xt  of  the  oompaiQ^s  asseti^  because  every  one  of  the  bondholders  ran- 
tributed  proportionatdy  to  its  success ;  and  if  the  company  becomes  baid^ 
rupt,  diey  all  alflce  should  have  corre^Kmding  rights  in  the  winding  np 
of  its  affairs.  Trusteeing  is  cumbersome  and  expensive  and  adds  costs 
to  the  loans;  yet  it  cannot  be  safely  avoided  if  various  objects  be 
allowed  a  company,  and  the  practice  will  remain  advisable  in  the 
United  States  for  small  companies  until  official  supervision  is  improved. 

As  to  large  companies,  the  preference  undoubtedly  lies  between  the 
Italian  and  French  methods ;  indeed,  operations  would  be  seriously 
crippled  unless  one  or  the  other  be  adopted.  The  former,  permitting 
no  debentures  or  bonds  to  be  issued  in  advance  of  the  loans,  is  an 
adaptation  of  the  landschaft  idea;  it  is  theoretically  correct  and  inher- 
ent^ safe  But  while  it  is  entirely  satisfoctory  for  the  landschafts,  which 
use  only  tfaeu*  credit  in  nraking  loans,  it  presents  difficulties  for  com- 
panies that  must  make  Aar  loans  in  cadi,  and  oonsequoitly  onglit  to 
have  a  steady  inflow  of  funds  for  Ikt  easy  extension  of  business.  The 
French  method  makes  this  possible ;  nevertheless,  it  is  theoretically  wrong 
and  very  dangerous,  and  should  be  tolerated  only  in  conjunction  with 
absolutely  perfect  official  supervision.  This  France  has  accomplished  by 
requiring  proceeds  from  debenture  sales  to  be  placed  under  Government 
control,  pending  their  regular  employment.  The  Credit  Foncier  deter- 
mines its  future  financial  needs  from  loan  applications  already  filed  or 
on  the  basis  of  probable  demands  as  estimated  by  past  experience,  issues 
its  debentures  in  enormous  series  of  $50,000,000  or  $180,000,000,  finds 
underwriters  for  them  among  banks  and  syndicates,  and  in  this  way 
takes  advantage  of  favorable  market  conditions  and  obtains  mon^  on 
the  easiest  posriUe  terms  icr  its  borrowers^ 

Different  from  landschafts,  companies  always  issue  their  bonds  or 
debentures  in  series;  the  sepsurate  pieces  may  be  of  various  denomina- 
tionsy  but  all  must  bear  tiie  same  interest  rate  The  maximum  for  the 
rate  is  governed  by  the  general  laws  on  usury,  but  the  actual  cost  of  the 
money  and  the  length  of  the  period  for  the  series  depend,  of  course, 
upon  the  condition  of  the  market  at  the  time  of  issue  and  upon  the 
confidence  which  the  public  has  in  the  company's  standing  and  officers. 
With  permission  of  the  supervising  authority,  a  series  may  be  issued 
below  par,  but  the  permission  is  granted  only  in  extreme  cases,  since 
the  redemption  would  reduce  either  the  capital  stock,  reserve,  or  surplus. 
The  issue  below  par  of  debentures  bearing  the  highest  rate  of  interest 
is  a  rislQr  and  usurious  practice  to  which  no  moneyed  corporation  ought 
to  be  allowed  legally  to  commit  itself.  Each  series  constitutes  in  its 
entirety  a  single,  distmct  debt  of  the  con^any,  and  may  be  issued  only 
upon  application  approved  by  the  supervising  auAority,  who  must  assure 
himself  that  it  will  not  disturb  the  statutory  ratio  between  obligations  and 
capital  stock  and  surplus,  that  its  proceeds  will  be  invested  or  deposited 
in  the  ways  prescribed  by  law,  and  that  it  does  not  exceed  the  loans  it 
represents  either  in  amount  or  in  interest  rate;  the  latter  point  is  ex- 
tremely important,  for  otherwise  the  company  might  consume  principal 
in  paying  interest  and  impair  the  security.  If  the  law  under  which  the 
company  operates  requires  that  the  mortgages  be  trusteed,  a  fiduciary 
appointed  by  the  supervising  authority  acts  as  custodian  of  the  trusteed 
mortgages,  countersigns  every  bond  issued,  destroys  redeemed  bonds,  and 
exacts  from  the  officers  a  strict  performance  of  their  duties.  The  fidu- 
ciary is  paid  by  the  company  or  companies  which  he  serves. 

37 


Bonds  and  debentures  are  always  made  8itb}ect  to  recall  at  the  will 
of  the  maker.  They  may  be  bought  by  the  issuing  company  at  ^ 
market  quotation,  whether  this  be  above  or  bdbw  par,  but  fte  bert  bwt 
do  not  require  tiie  company  to  accept  tlwm  from  botrowera  ta  Hen  of 
cash.  The  use  of  these  iiiatrmaeiits  for  cash  is,  as  idiown  abov^  com- 
pobmy  and  entirely  egtihable  in  the  ease  of  a  landsdiaf^  shtce  this 
tnstitiitioa  makes  its  loans  in  debentures  ud  the  borrower  must  stand 
the  loss  if  its  credit  is  at  a  discount;  conseqocfltly  it  is  only  fair  that  he 
should  benefit  by  any  premium  on  that  credit  Moreover,  a  landschaft 
has  no  need  of  profit;  its  aim  is  solely  to  accommodate  borrowers, 
cheaply  and  satisfactorily,  and  it  is  rather  to  its  advantage  that  borrowers 
should  present  debentures  instead  of  cash,  since  this  saves  it  trouble 
and  expense  in  redemption.  But  a  company,  on  the  other  hand,  makes 
its  loans  in  money.  The  loss  falls  on  the  company  if  this  money  was 
obtained  by  selling  its  bonds  or  debentures  at  a  discount.  Moreover,^  a 
company  has  shareholders  who  have  assumed  all  the  risks  incident  to  its 
business;  they  must  be  accorded  equitable  treatment,  in  order  to  induce 
them  to  subscribe  to  tiie  ca^pital  stodc  and  supply  the  first  fund  necessary 
for  operations.  Heooe^  if  the  bonds  or  debentures  are  quoted  above  par, 
die  i^emium  on  its  credit  should  be  avidbUe  for  hioeasing  surplus  ox 
res^es.  Thus,  ^  acceptance  of  tenders  of  its  own  instruments  in  lieu 
of  cash  from  borrowers  becomes  an  act  of  grace  on  ihe  part  of  a  com- 
pany, a  fzvw  that  it  cannot  conveniently  extend  for  borrowers'  annuities, 
or  even  for  any  other  kind  of  repayments,  unless  the  interest  rate  on  the 
bonds  or  debentures  is  lower  than,  or  no  more  than  equal  to,  the  rate 
of  the  loans  on  which  they  are  tendered.  France  has  corrected  the 
error,  resulting  from  confusing  landschaft  and  joint-stock  methods,  that 
it  made  in  this  matter;  the  United  States  should  avoid  making  it- 

In  land-credit  parlance,  a  bond  is  quite  different  from  a  debenture. 
A  bond  is  a  promissory  note  with  a  given  date  for  maturity;  it  is  always 
secured  by  trusteed  mortgages,  and  never  used  except  for  short-term 
mortgaging.  A  debenture  is  not  secured  by  any  specific  property;  it  is 
a  floating  charge  on  all  the  assets,  or  rather  a  naked  acknowledgnMait  of 
ddrt  for  a  certain  sum  with  no  date  fixed  for  payment,  or  dse  it  is 
made  redecaaiAt  at  any  time  within  a  given  period  which  maj  extend 
to  a  very  distant  date.  The  debenture  is  used  only  for  long-term  mort- 
gaging. The  same  company  may  do  both  a  short*-  and  a  loi%-term  busi- 
ness, but  if  it  aerdses  this  power,  the  two  operations  should  be  kept 
separate  from  one  another,  and  the  bonds  should  be  made  different  in 
form  and  color  from  the  debentures,  so  that  investors  may  know  at  a 
glance  which  of  the  two  they  are  buying,  while  the  fiduciary  (appointed 
by  the  supervising  authority)  should  see  that  the  mortgages  representing 
the  bonds  are  segregated  from  the  rest  of  the  assets  and  properly 
trusteed. 

It  will  be  seen,  therefore,  that  the  debentures  have  no  other  security 
than  the  general  standmg  of  the  issuing  company,  and  by  thdr  wording 
involve  the  company  in  practically  no  liability  except  for  the  payment 
of  interest;  hohters  have  no  chum  for  principal  whkh  they  can  enforce 
against  the  cohqMi^  imtil  it  is  willing,  or  radier  ready,  to  meet  it  TUs 
form  is  absoktd^  necessary  for  tibe  long-term  mor^iaging  ^  debentures 
are  mtended  to  finance,  because  an  ol^^ation  for  paying  money  cannot 
be  safely  entered  into  if  it  calls  for  payment  faster  than  the  money  can 
be  earned  or  recovered ;  and  this  would  be  the  very  case  if  an  attempt 
were  made  to  grant  long-term  loans  out  of  funds  raised  by  short-term 
bonds.  The  debenture  is  the  corollary  of  the  long-term  loan,  and  long- 
term  lending  is  impossible  without  it.   The  business  of  buying  annuity 
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contracts  from  borrowers,  that  is,  the  making  of  long-term  lottia  reducible 
or  amortizable  by  annual  or  semi-annual  instalments,  cannot  be  exten- 
sively practiced  by  bamka  or  companies  that  have  onl|y  their  own  funds 
or  deposits  to  lend.  The  investment  is  so  long  and  tiie  refunding  so  slow 
that  it  wodd  immobilise  tfidr  assets  and  eventual^  reduce  such  banks 
or  companies  to  inaqttnly.  Nor  would  it  be  prac^cable  for  individual 
mmor  lenders  or  smaU  concerns  to  take  bade  Ihor  principal  in  driU^ 
as  it  is  earned  bit  by  tnt  by  the  borrowers  from  the  amraal  returns  of 
the  smL  The  facility  requires  a  specially  organized  institution  withj 
the  power  to  issue  and  the  ability  to  sell  debentures  in  representation 
of  the  mortgages,  and  thus  to  recover  and  utilize  the  money  placed  in 
long-term  loans  in  continual  rotation  for  profitable  reinvestment  or  for 
meeting  its  liabilities;  but  the  bondholders  should  not  have  the  right  to 
repayment  at  a  more  rapid  rate  than  is  demanded  of  the  borrowers. 
There  must  be  a  steady  and  voluminous  flow  of  funds,  inward  and  out- 
ward, a  repeated  turning  over  of  these  funds,  in  order  to  assure  good 
dividends  to  stockholders  and  fair  interest  to  borrowers. 

Hence,  all  companies  formed  for  k»«-term  mortgaging  have  capital 
stodcs  sidBdentl^  large  to  ins^e  public  confidence  and  command  mi 
active  mail^  for  thdr  ddMUtares,  while  liiehr  oi^gia&m  to  die  holders 
of  these  instrumeBts  of  thdr  credit  are  not  a  matter  of  contract,  but  a 
duty  restddng  from  provisions  of  the  laws  under  which  they  operate. 
These  provinons  are:  (1)  the  holders  have  a  prior  claim  on  all  the 
mortgages;  (2)  the  receipts  from  the  mortgages  must  be  placed  in  a 
sinking  fund;  (3)  redemptions  must  be  made  periodically  out  of  this 
sinking  fund.  The  last  provision  was  adapted  from  the  landschafts,  but 
with  two  modifications.  Different  from  a  landschaft,  a  company  makes 
its  loans  in  cash,  and  can  use  all  its  funds  for  this  purpose  regardless  of 
source,  except  that  part  of  the  capital  stock  or  reserve  which  is  set  aside 
as  a  guaranty  fund.  So  a  company  is  required  to  retire  debentures  at 
the  periodical  drawings  only  up  to  the  aggregate  amount  of  borrowers' 
repayments  which  it  has  not  refatvested  hi  new  loras.  The  company 
may,  by  agreement,  of  course,  midertake  a  larger  retiremoit  than  tins. 

Again,  a  company  is  primarily  and  absolutdy  responsible  for  Oe 
defaidts  of  borrowers;  a  landsdiaft  is  not  responsible  to  this  full  extent, 
met  it  is  oUiged  to  turn  over  to  debenture  holders  only  what  it  has 
actually  received  from  borrowers.  Hence,  in  addition  to  currency  on 
hand,  a  company  at  the  periodical  drawings  should  retire  debentures 
Up  to  the  whole  amount  of  its  disposable  cash  in  the  sinking  fund, 
mcreased  by  the  defaults  made  by  borrowers  during  the  period  preceding 
the  period  next  before  the  drawing.  This  eliminates  bad  mortgages 
from  among  the  securities,  prevents  funds  from  being  misapplied  or 
lying  idle,  and  brings  about  an  overhauling  of  assets  and  liabilities  at 
regular  intervals,  thus  applying  to  land-credit  companies  the  same  pre- 
cautionary measures  that  are  exercised  by  all  properly  managed  moneyed 
corporations.  The  period  between  drawings  is  tiuree  or  nx  mootfis;  and 
this  in  France  and  Germany  is  quite  suffident  to  enable  a  oon^any  to 
institute  and  finish  legal  proceedings  to  recover  claims  against  ddimpieBt 
borrowers  in  time  to  meet  its  oMigatbns  to  bcmdholders. 

Hms,  besides  ^  redemption  of  the  debentures,  the  objects  of  the 
perbdic  draimg  are  to  maintain  their  statutory  ratio  to  capi^  stock  and 
surplus  and  to  preserve  their  equilibrium  with  the  loans.  Hence,  at  the 
redemption  the  interest  rate  is  as  important  as  the  amount.  For  this 
reason,  every  drawing  is  made  according  to  series,  and  its  method  and 
omditions  are  announced  at  the  issue  of  each  series  and  indicated  in  the 
4itfntHrts  themsdves.  The  drawings  include  bonds  and  debentures,  if 
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the  company  issues  both.  Premiums  may  be  granted,  while  in  France 
prizes  are  added  to  attract  investors  and  to  compensate  them  for  any 
inconvenience  they  may  suffer  from  irregular  return  of  their  money. 
In  the  United  States  prizes  would  be  unlawful.  To  quote  from  Mont- 
gomery Rollins,  of  E.  H.  Rollins  &  Sons,  Boston: 

H-.««I^«.P^  i**"^*  Orleans  has  premium  bonds  outstanding.  They  are  of  small 
fl^  T  f  Y'^'k  ^"^^"t^rest  on  them  IS  not  paid  until  they  are  withdrawn  for  redemp- 
tion by  lot.  then  the  principal,  together  with  simple  interest  from  July,  1875.  U  Mttd 

^'^''^ir  V%        P'"?  ^^'^  amount  to  about  $100,000,  which  are  wS^ 

mscannually  distribut^  among  those  whose  bonds  are  redeemed.  These  prizes^ 
pr«imim«  r»ige  from  *20to  $5,000.    The  United  States  Government  hLr^tlJ 

f?om  the  maiL^'^       '  ^  ^  <^  l«rrili»^ia 

Without  prizes,  or  at  least  premiums,  debentures  might  be  hard  to 
sell  at  present  in  the  United  States.  Indeed,  debentures  were  dirtrasted 
at  their  introduction  in  every  country;  nevertheless,  these  instruments, 
although  they  contain  no  word  about  the  repayment  of  principal  and  are 
liable  to  retirement  at  times  when  investors  might  not  expect  nor  desire 
it,  are  absolutely  indispensable  for  long-term  mortgaging  on  a  large 
scale.  No  workable  plan  for  amortizing  loans  by  annuities  could  be 
devised  mtfaoat  taking  them  into  account.  Some  other  attraction  must 
be  sobstituted  for  the  prises  that  would  be  unlawful  and  for  the  pre- 
miums that  would  be  objectionable.  In  Europe,  debentures  are  a  legal 
investment  for  fiduciary  and  pnbUc  funds,  and  in  several  instances  gov- 
ernment was  a  heavy  purchaser  at  the  first  issue.  TWs  was  effective  in 
removing  distrust  and  creating  popularity  for  the  debentures;  another 
and  better  way  in  the  United  States  would  be  to  subject  the  companies 
to  rigorous  official  supervision  and  to  require  them  to  have  such  large 
capital  stocks  that  there  would  be  no  question  as  to  ikdr  fimmdal 
standing. 

The  loans  are  made  only  upon  written  application,  accompanied  by 
the  necessary  papers  to  show  the  applicant's  civil  capacity  and  his  title 
to  the  property  oflFered  as  security,  passed  upon  by  a  credit  committee 
and  approved  by  an  executive  officer.   The  applicant  is  not  required  to  be 
Uic  occupant  or  cultivator  of  the  property;  a  company  may  grant  loans 
to  ai^  fasdowners  regardless  of  their  vocation  or  profession,  unless  by 
Its  charter  or  by-laws  it  has  chosen  to  confine  its  crefit  facilities  to  some 
particular  class  of  borrowers.   The  loans  are  not  restricted  to  some 
specified  and  swom-to  purpose,  as  provided  by  nearly  all  die  bills  pend- 
ing in  Gmgress.   Such  a  clause  does  not  appear  in  any  European  laws 
on  bond  and  mortgage  companies  or  landschafts,  nor  even  in  the  charters 
of  many  pubHc  or  semi-public  land-credit  banks.    To  purdiase,  equip,- 
improve,  or  of  a  prior  debt  to  disencumber  the  mortgaged  property  are 
not  the  only  good  reasons  for  borrowing.    Such  a  narrow  restriction 
would  be  paternalistic  and  repellant  to  self-reliant  American  farmers. 
Moreover,  it  would  be  difficult  for  the  courts  to  construe  and  for  the 
companies  to  carry  out.    It  would  cut  both  ways;  it  might  render  the 
loan  liaUe  to  recall  at  the  company's  will,  or  else  require  so  much  time 
ud  care  in  making  and  watchii^  the  toans  that  the  business  would  be 
expensive  to  borrow<^s  and  unprofitable  to  lenders.    This  inquisitorial 
and  impractical  clause,  whidi  wcmld  increase  costs,  cause  irritation  and 
probably  fail  of  success,  luis  Umd  favor  with  American  Icgislatm 
simply  because  ib^  bam  got  government  intervention  mixed  up  wtth 
private  initiative. 

The  interest  rate  on  loans  is  governed  by  the  general  laws  on  usury. 
If  there  be  any  other  rule,  the  maximum  is  determined  by  the  rate 
borne  by  the  current  series  of  bonds  or  debentures,  and  may  not  exceed 
that  rate  by  more  than  six-tenths  of  one  per  cent   A  «if»8fnnw  im 
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amount  of  an  individual  loan  is  not  prescribed;  but  if  a  limit  is  fixed. 
It  is  usually  one-twentieth  of  the  capital  stock  and  surplus  of  the  com- 
pany. Every  loan,  or  annuity  contract,  must  be  secured  by  a  mortgage 
'  or  some  other  instrument  giving  a  first  lien  on  real  estate.  The  laws, 
however,  are  of  a  general  nature  and  do  not  require  that  this  real 
estate,  or  die  owner  thereof,  shall  belong  to  some  particular  class;  that 
IS  a  matter  whkh  is  left  to  the  charter  or  by-laws  of  the  company. 
TJc  laws  are  cooeemed  only  with  the  adequacy  of  the  security;  they 
diffor  widely  from  one  another  on  this  point,  but  noae  pmnits  die 
borrowed  sum  to  equal  the  full  vahte  of  the  real  estate.  Some  res^ 
It  to  60  per  cent,  others  to  SO  per  cent,  while  all  lay  down  specific  ndes 
for  appraising  the  property  and  for  presoiring  the  security  from  depre- 
ciation. In  long-term  loans  the  revenue  as  well  as  the  value  of  the  land 
IS  taken  into  account;  the  annuity  which  the  borrower  obligates  himself 
to  pay  must  not  be  greater  than  the  revenue,  and  this  revenue  must  be 
certain  and  durable. 

•      In  Germany  and  Austria,  the  appraisal  is  not  difficult  because  each 
of  those  countries  taxes  real  estate  on  its  revenue,  instead  of  on  its 
value  as  does  tiie  United  States.    The  figures  of  the  tax  assessors  are 
availalde  for  the  appraisers  of  tibe  company;  they  multiply  the  officially 
ascertamed  revenue  by  ten,  fifteen,  or  twenty-five,  and,  after  certain 
deductions,  use  the  multiple,  or  a  part  thereof,  as  their  estimate  of  the 
lending  value  of  the  land.  This  makes  the  sq^praisal  antcmatically  cor- 
rect. In  other  countries  the  perscmal  equation  cannot  be  »titHiti^ti*d  from 
land  credit,  since  the  appraisers  must  depend  i^n  their  own  judgment 
The  value,  no  matter  how  ascertained,  must  never  fall  betow  the  amount 
outstanding  on  the  loan  during  the  continuance  of  the  mortgage.  Perish- 
able parts  of  the  property  must  be  insured  and  kept  ii.  good  condition. 
If  the  ^operty  be  a  farm,  it  must  be  properly  cultivated  and  supplied 
with  sufficient  live  stock  and  equipment.    Moreover,  the  borrower  must 
pay  the  taxes  and  insurance  premiums  promptly  and  repair  damage  re- 
sulting from  any  except  natural  causes  or  wars.    But  many  of  these 
are  contractual  and  not  statutory  engagements;  they  arise  from  clauses 
m  the  mortgage,  for  any  breach  of  which  a  company  may  take  possession 
of  the  property  or  foreclose  upon  it,  exactly  as  in  the  United  States. 
A  company  usuaUy  reserves  the  right  to  recall  the  loan  if  the  borrower 
assigns  or  encumbers  the  mortgaged  property  without  its  consent 

The  maximum  period  for  loans  is  uraaUy  75  years;  but  tiiere  is  no 
reason  why  it  should  not  be  100  years,  since  the  problems  and  taUes 

r^?^^r-^^  H^L  long^erm  operations  and  annuities  arc  the  foUowin«- 

tn„  ?RS5f  tT'^'  -^^^  P^^''^  of  Finance  (3d  ed.;  London.  Charles  and  Edw£ 
ton.  1898)     This  is  a  short  treatise  on  the  doctrine  of  interest  and  annuiticJccruS. 

M.  A.  Mackenzie.  Interest  and  Bond  Values  (Toronto.  Canada,  Universi^ftSS 

Ralph  Todhunter,  Principles  of  Interest,  Life  Annuities    mnd  ,itnirmmr»t  — 
thew^Applicatum  (London.  Charles  and  EdwJn  tayton^r^''  iTlnii^SlS^Sm 
•nnuities-certain,    this  is  ^  the  t«tt  book  of  the  Institute  of  XctST' 
UA.  ^in'Y.^^'  Nouvelles  Tables  pour  les  Calculs  D'Intirets  Composie,  ITAnnn- 
DAtnortvssement  mh  ed,;  Paris.  Gauthicr-Villars.  1903).  *^ 

Tfc^^V  !fi°/'"*P^'^-''''''S  ^'^'^  i?7«#^Jf#*  Composis  et  D^Annuitis  et  Pricis  de  la 
Thioge  et  de  la  Practtque  des  Operations  Financih-es  d  Long  Terme.  Particul^^Jnt 
des  Emprunts  (Pans,  l^ibrairie  Scientifique,  A.  Hermann.  X905).-^DyiSSitSA2 
United  Statw  owned  by  Myron  T.  Herrick  and  R.  Incite!  ^''"^''•"^Py'"*"  «  »« 

 Simon  Spiteer.  T<^ellen  fur  die  Zinses-Zinsen  und  Renten-Rechnung  mit  An^ 

wendnng  derselben  auf  Berechnung  von  Anlehen,  Konstruktion  von  AnMrtisei^imu- 
pianen,  etc.  (Sth  ed.;  Vienna,  Verlag  von  Karl  Ceroids  Sohn,  1911)  """''wwwimu 
George  T  McCw.  Tabtaw:  Aids  to  Valuation  (London,  (frosby  Lockwood  &  Son). 
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have  been  worked  out  up  to  that  many  years  by  authors  of  standard 
books  published  in  the  English  as  well  as  in  other  languages.  The 
longer  the  period  the  smaller  the  annuity;  so  ordinarily  the  borrower 
selects  as  long  a  period  as  he  can  get,  with  the  view  of  adjusting  his 
annual  dues  to  the  capacity  of  himself  and  the  mortgaged  property  for 
repayment.  It  is  the  size  of  the  obligatory  annuity  that  governs  tiie 
borrowo^s  dioice,  since  he  vomj  Yohmtarily  shorten  the  period  throng 
his  right  to  make  payamits  m  advaace.  fint|  cm  the  other  hand, 
period  is  of  first  imfx>rtance  to  tiie  company,  and  tiie  number  of  years 
that  may  be  afforded  depends,  of  course,  on  the  terms  and  conditions  of 
the  debentures  which  the  money  for  lending  is  raised.  The  free  play 
of  amortization  ought  not  to  be  interfered  with  by  the  35-year  maximum 
proposed  by  most  of  the  bills  pending  before  Congress.  In  Europe,  none 
of  the  big  companies  finds  any  trouble  in  extending  the  maturities  of 
its  obligations  to  very  distant  dates,  while  many  a  man  with  pride  of 
family  has  established  his  son  as  a  landed  proprietor  by  a  loan  that  was 
intended  to  be  borne  in  part  by  the  future  generation. 

If  a  company  makes  loans  at  both  short  and  long  term,  it  must 
maintain  a  separate  department  or  section  for  each  business.  The  short- 
term  loans  are  made  from  capital  stock  and  surplus,  and  with  money 
commg  frcm  bonds  secured  by  trusteed  mortgages.  They  run  from  one 
year  up  to  ten  years,  and  each  is  represented  by  one  promissory  note 
for  tile  entire  amonni  or  by  a  number  of  proiinss(M!y  notes  of  equal  or 
unequal  parts  of  that  amount,  falling  due  at  successive  periods,  wilh  tibe 
bfger  notes  maturing  in  the  later  years  ndicn  die  interest  payments  are 
less.  Since  preps^rments  are  almost  unnecessary,  their  acceptance  is  op- 
tional  with  the  company.  Long-term  loans  may  be  made  also  from 
capital  stock  and  surplus,  but  after  these  funds  have  been  invested,  the 
laws  require  that  such  loans  must  be  financed  exclusively  by  debentures 
without  fixed  maturity  or  specific  security.  They  have  a  statutory  prior 
lien  on  all  the  assets  and  resources  of  the  company,  unless  the  law  has 
empowered  it  to  set  aside  and  trustee  a  portion  for  its  bonds.  Long-term 
loans  run  for  ten  years  or  over,  and  must  always  be  repaid  by  annuities. 
The  annuity  is  payable  semi-annually  in  cash. 

The  annuiQr  of  a  joint-stodc  company  is  quite  different  from  that  of 
a  kmdschaft  The  farttter  (as  shown  above)  comprises:  the  interest  on 
the  ddwntures  in  which  the  k>an  was  onde;  one-fourth  or  <me-half  of 
cme  per  cent  of  the  original  amount  eadi  year  as  kmg  as  the  borrowo' 
remains  a  member  of  the  landschaft;  and  a.  contribn^m  to  tfie  cost  of 
business  for  the  first  ten  or  fifteen  years,  or  until  die  eaepenses  of  the 
loan  are  wiped  out.  The  annuity  in  a  joint*stodc  company,  on  the  other 
hand,  remains  level  during  the  whole  loan  period,  and  cannot  be  altered 
except  with  the  consent  or  upon  the  default  of  the  borrower;  it  com- 
prises but  two  items — the  interest  and  the  amortizement;  the  amortize- 
ment is  determined  by  the  rate  of  the  interest  and  the  duration  of  the 
loan.  The  reason  for  discarding  in  the  computation  the  landschaft's 
item  for  cost  of  business  is  that  this  is  included  in  the  interest,  out  of 
which  the  company  both  pays  its  expenses  and  realizes  its  profits. 

In  the  maAematical  calculations  of  annuities,  the  first  question  is: 
What  wiU  one  dollar  set  aside  each  year  amount  to  at  the  end  of  a 
certain  tmn?  This  amount;  for  instance,  would  be  $3678  m  20  years 
at  six  per  cent  But  if  this  amount  were  actiudfy  len^  die  borrower 
would  have  to  pay  intereM  as  well  as  to  set  asiite  tihe  one 
year  to  repay  the  loan.  One  year's  interest  on  $3678  is  ^221.  Cbnse- 
quently,  the  total  annual  payment  would  be  $321;  and  out  of  this  level 
aanaal  mm  Ae  t^ecert  and  the  in^afaneirt  on  Hm  principal  my  be  yi^ 


The  principal  instalments  would  be  in  constant  danger  of  being  di- 
~  verted  from  their  proper  use  if  the  borrower  should  undertake  to  fce^ 
dtem  under  his  control  Moreover,  it  would  not  be  an  eaqr  matter  to 
mvest  tiiese  smaU  sums  profitabfy.  Therefore,  die  best  way  is  to  a^ply 
them  on  the  loan  immediately  after  their  receipt.  This  is  what  the 
conq^y  does,  and  hy  so  doing  it  not  only  reduces  the  loan,  but  also, 
as  a  consequence,  it  reduces  future  inMitst  charges,  and  leaves  a  larger 
portion  of  the  annual  payment  for  use  toward  the  liquidation  of  the 
debt  The  following  table  illustrates  the  i^ocess  in  this  case: 


End  of 

Interest 

Capital 

CaiMUl  repaid 

Capital 

Year. 

payment. 

payment. 

to  date. 

Outatanding. 

1 

$221 

$1.00 

$1.00 

$3578 

2 

2.15 

1.06 

206 

3472 

3 

2.09 

1.12 

3.18 

33j60 

4 

2.02 

1.19 

4.37 

32.41 

5 

1.95 

1.26 

5.63 

31.15 

6 

1.87 

1.34 

6.97 

29.81 

7 

1.79 

1.42 

8.39 

28.39 

8 

1.71 

1.50 

9.89 

26.89 

9 

1.62 

1.59 

11.48 

25.30 

10 

1.52 

1.69 

13.17 

23.61 

11 

1.42 

1.79 

14.96 

21.82 

12 

1.31 

1.90 

16.86 

19.92 

13 

1.20 

2.01 

18.87 

17.91 

14 

1.08 

2.13 

21.00 

15.78 

15 

.95 

226 

2326 

13.52 

16 

.81 

2.40 

25ii6 

11.12 

17 

.67 

2J4 

2820 

8.58 

18 

.52 

2.69 

30.89 

5.89 

19 

.35 

2.86 

33.75 

3.04 

20 

.18 

3i» 

3678 

Nil 

In  long-term  loans,  the  default  of  one  annuity  renders  the  entire 
debt  due,  and  interest  in  excess  of  the  contract  rate  may  be  charged  on 
the  unpaid  amount;  prepayments  are  allowed,  but  only  upon  paying  an 
extra  percentage  on  the  prepaid  sums.  These  charges  are  high,  the  maxi- 
mum for  the  latter  being  three  per  cent.,  and  necessarily  so,  because 
defaults  and  prepayments  upset  the  plan  agreed  upon  for  the  extinction 
of  the  debt  and  require  its  amortisation  to  be  completely  recalculated. 
A  Irag-term  loan  is  not  evidenced,  I3ce  a  short-term  Iran,  by  a  promissory 
note;  it  is  an  annuity  contract  The  lendo*  buys  from  the  borrower 
an  annual  income  for  a  stipulated  period;  the  sum  loit  is  the  oonridera- 
tion  for  diat  income  and  the  mortgage  taken  for  security  makes  it  a 
rent  charge  against  the  property.  Now,  if  a  borrower,  wishing  to  clear 
off  a  part  of  this  obligation  against  himself  and  his  mortgaged  property, 
tenders  some  money  for  the  purpose,  what  may  be  done  with  that  money? 
Clearly  it  cannot  be  used  to  reduce  the  original  amount  of  the  bor- 
rowed sum  (as  in  the  case  of  a  short-term  loan),  because  there  is  no 
promissory  note  or  negotiable  instrument  on  which  payments  may  be 
indorsed.  The  borrower's  debt  is  the  balance  entered  on  the  company's 
books  against  his  account  in  the  sinking  fund  and  equals  the  present 
worth  of  a  series  of  deferred  payments,  computed  by  the  rate  of  interest 
which  the  company  charged  for  taking  the  risk  and  making  the  loan. 

The  lender  could,  of  course,  receipt  tiie  borrower  for  a  number  of 
uuntides  equal  to  ^e  amount  of  the  money;  but  then  the  borrower 
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would  forfeit  the  interest  computed  in  those  aamiities  unlcM  the  lender 
should  extract  it.  On  the  other  hand,  the  interest  rate  would  tmdern> 
a  change  and  might  become  usurious  if  the  lender  should  aeeept  a  pra* 

payment  and  yet  leave  the  future  annuities  to  remain  the  same  as  orig- 
mally  contracted  for.    So,  in  Europe,  there  are  laws  which  provide  that 

amount  of  the  annual  income 
or  annuity  without  changing  the  date  for  final  extinction  of  the  loan;  or 
else  to  increase  the  amount,  and  thus  reduce  the  number  of  the  annuities 
ud  ^bmen  5«  period  of  the  loan.  In  Germany,  after  the  borrower  has 
offoii*ytenth  of  the  principal,  he  may  even  demand  a  fresh  scheme 
ot  aiDortiation  which  may  change  the  size  of  the  annuity,  or  extend 
the  term  beyond  the  date  set  by  the  original  agreement;  yet,  in  spite 
of  these  alterations  m  the  original  contract,  the  mortgage  remains  a  valid 
hen  on  tfie  property  against  third  parties.  This  appears  to  be  the  case, 
also,  with  rearrangements  made  m  consequence  of  defaults;  the  company 
may  apportion  the  default  among  aU  the  unpaid  annuities  and  increase 
their  size  without  affecting  its  lien  under  the  mortgage.  This,  however 
IS  a  legal  point  which  calls  for  further  investigation 

In  the  United  States,  any  such  alteration  of  the  original  contract  miffht 

^flu-^A  °        u"''"''  mortgage,  if  in  the  meantime 

rights  of  third  parties  had  attached  to  the  mortgaged  property.  Existing 
laws  certainly  would  not  permit  an  extension  beyond  the  original  term 
agamst  the  rights  of  intervening  third  parties.  Moreover,  the  courts 
naght  ranstrue  an  agreement  to  pay  a  series  of  annuities  as  one  entire 
and  smgle  contaact,  and  decide  that  any  alteration  of  it  in  either  amount 
Z  ^**tJ!*^**  mvahdate  (he  old  mortgage.  If  so,  the  lender  would 
tove  to  take  a  new  mortgage  at  every  alteration;  and  this  would  neces- 
sitate a  reexammation  of  title  and  other  acts,  mvolving  more  or  less 
expense  that  would  have  to  be  borne  by  either  the  lender  or  borrower 
Such  trouble  and  expense  would  make  long-term  mortgaging  difficult 
and  almost  impracticable  for  ordinary  amounts.  A  long-term  Iran  would 
be  a  burdensome  charge  if  the  lender  had  to  foreclose  upon  the  default 
of  just  one  annuity,  or  if  the  borrower  could  not  get  rid  of  it  except 
by  paying  off  the  whole  amount.  Besides  these  difficulties  which  militate 
agamst  the  acceptance  of  prepayments  and  leniency  for  defaults,  there 

^'T^  ^'""^  °*  statutory  provisions  in  the 

United  States  at  present  that  interfere  with  the  equitable  taxation  and 
the  proper  registration  of  mortgages  for  long-term  loans.  For  lone- 
term  mOTtgagmg,  a  fee  paid  at  the  filing  should  take  the  place  of  an 
annual  tax.  while  die  mortgagee  should  be  required  to  record  at  intervals 
the  reductions  made  on  the  debt,  so  that  the  public  register  may  show 
the  actual  state  of  the  lien  against  the  hmd. 

TT  •T'lf  clT  ^""^  attempted  long-term  mortgaging  in  the 

United  States  have  fully  appredated  ftese  legal  and  praS  difficulties 
For  the  purpose  of  avoiding  them,  the  mortgage  is  drawn  to  secure  a 
certain  number  of  prmcipal  notes,  and  the  only  prepayment  allowed  is 
the  paying  off  the  whole  or  a  part  of  these  notes  in  advance  of  the 
due  date  Nothing  is  said  in  the  body  of  the  mortgage  about  the  method  - 
of  calculating  the  amounts  of  these  notes,  while  interest  is  chaived  and 
runs  against  their  unpaid  balances.  Consequently  this  instrument  is  not 
an  annuity  contract;  it  is  simply  an  ordinary  instalment  mortgage.  No 
Otto-  arrangement,  perhaps,  would  be  advisable  in  the  face  of  existilig 

A  ^  P*"f"«*  CrSdit  Fonder  de  France  details  the  theory  and 

the  advantages  of  long-term  loans  in  a  brief  but  graphic  manner  that 
may  be  ooodensed  as  follows:  TTm^gh  this  system  the  French  JompaLy 
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offers  loans  tt  long  term  repayable  by  annual  fixed  sums,  called  annuities, 
which  comprise  the  interest  at  the  agreed  rate  for  the  sum  borrowed 
^  aad  aa  amortisement  tiiat  extinguishes  the  debt  within  a  period  of  ttom 
ten  to  75  years*  according  to  the  plan  that  is  selected.  Since  tfiis  amor* 
titement  reduces  the  principal  at  each  payment,  tiie  part  of  die  annuity 
which  represents  the  interest  decreases  also;  hence,  die  borrower  will 
(if  he  prompdy  pays  his  does)  see  Ae  prindiMd  of  his  debt  grow  steadily 
less  by  reasm  of  these  payments,  by  a  progression  that  is  slow  during 
the  first  yearSf  but  which  advances  rapidly  during  the  latter  years.  The 
company  thus  permits  the  borrower  to  free  himself  gradually  of  his  debt, 
as  he  recovers  it. bit  by  bit  from  the  annual  returns  of  the  mortgaged 
property.  He  does  not  worry  over  a  debt  all  falling  due  at  once;  indeed, 
he  does  not  pay  back  the  full  amount  of  the  principal.  This  makes  the 
reducible  long-term  loan  peculiarly  advantageous  to  the  landowner  who 
borrows  to  purchase,  improve,  or  equip  his  property,  inasmuch  as  money 
invested  for  such  purposes  cannot  be  recovered  except  year  by  year. 
This  example  will  explain  the  process  of  amortizing  long-term  loans: 

Let  ns  consider  a  loan  of  $10,000  at  4.30  per  cent,  payable  in  30  years 
by  60  semi-annual  Instalments.  The  annuity  is  $596.44,  or  $29822  the 
half  year.  In  this  latter  sum  are  comprised  at  the  first  payment: 

$Z15i)0     for  8emi*atmnal  mterest  ($10,000  @  2.15%). 
8322    for  ^  amordsement  on  die  princtpaL 


$29822 

The  principal  remaining  at  the  end  of  this  first  six  months  will  be 
$10,000  minus  $83.22,  so  at  the  end  of  the  second  six  months  interest  is 
paid  on  but  $9,916.78^  and  the  second  semi-annual  annuity  comprises: 

$21321     for  semi-annnal  interest  ($9,916.78  @  2.15%). 
85.01    for  the  amortizement  on  the  prtnc^aL 


$29&22 

The  principal  unpaid  will  be  $9,916.78  minus  $85.01,  or  only  $9,831.77. 
At  each  successive  six  months  a  small  part  of  the  principal  is  thus 
repaid,  and  as  a  consequence  the  portion  of  the  annuity  used  for  interest 
continually  decreases,  while  conversely  the  portion  used  for  principal 
continually  increases.  The  reduction  of  the  principal,  slow  at  the  start, 
accelerates  litde  Ygg  litUe,  until  it  is  very  considerable  during  the  latter 
years.  So^  at  the  end  of  the  twenty-fifib  year,  the  fiftiedi  seml^mnal 
payment  coinpfiscs? 

$62.22    for  senu-annnal  interest 

23600  f w  the  amottisemrat  on  the  princ^aL 


$29822 

The  principal  unpaid  is  then  $2,657iK)^  and  at  the  end  of  the  thirtieth 

year  it  will  be  entirely  extinguished. 

The  advantages  of  long-term  loans  reducible  by  annuities  are  mam- 
fest  to  the  borrower.  By  paying  each  year  a  sum  which  is  apparently 
only  the  interest  rate,  he  acquits  himself  bit  by  bit  of  his  debt,  while,  if 
he  makes  no  default,  the  company  can  never  recall  the  loan,  nor  increase 
its  interest,  nor  demand  its  payment  at  a  more  rapid  progression  than 
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at^olated  m  the  original  contract.  But  the  borrower  may  pay  off  the 
torawhcncver  he  is  aUe  and  willing  to  do  so;  the  company  will  even 
aeo^  partial  payments,  and  diminish  the  sixe  of  his  annuities  accord- 
h^y.  Moreover,  it  may  be  more  lenient  than  ordinary  lenders,  since 
it  can  alter  the  original  contract  in  the  event  of  defanll^  widiont  impairing 
its  lien  when  once  the  mortgage  has  been  made  and  recorded  under  the 
special  proceedings  provided  for  licensed  companies.  If  the  borrower 
should  die,  the  contract  continues  to  his  heirs,  but  all  they  will  owe  is 
the  principal  reduced  by  payments  already  made.  Progressive  extinction 
of  the  debt,  with  the  principal  never  recallable  by  the  lender,  but  always 
repayable  by  the  borrower,  are  the  characteristics  of  the  long-term  loan 
reducible  by  annuities;  while  the  longer  the  period  the  smaller  is  the 
annuity.  For  a  loan  of  $100  at  4.30  per  cent,  (the  rate  of  interest  now 
charged  by  the  Credit  Fonder)  the  annuities  are  as  follows: 


For  a  period  of  10  years   $12,409 

20  -    7.504 

30  ^    5964 

40  "    5.259 

50  "    4^1 

«  «    4.«3 

75  «   \   4484 


CHAPTER  VI 

RURAL  C0OP£RATIV£  BANKING 

Pure  cooperative  land  credit  is  a  rarity.  Even  the  building  and  loan 
associations,  which  are  financed  entirely  through  cooperation,  do  not 
exact  collective  liability  from  borrowers.  Such  liability  appears  only  in 
the  landschafts,  which  may  enforce  it  by  assessments  equal  against  all 
borrowers  to  maintain  the  sinking  fund  at  a  balance  with  outstanding 
debentures;  and  yet  the  landschafts  are  public  institutions  rather  than 
cooperative  associations.  The  infrequency  of  pure  cooperative  land  credit 
is  owing  to  the  fact  that  borrowers  are  disinclined  to  assume  one  another's 
risks  on  long-term  operations  where  mortgaging  is  difficult  or  dangerous, 
while  there  is  little  need  for  them  to  do  so  wherever  the  laws  have  per- 
fected mortgaging,  since  real  estate  then  becomes  so  near  to  being  an  all- 
snffident  security  that  the  loan  upon  it  requires  no  further  guaranty, 
corporate,  collective,  or  individiud  (aside  from  that  of  the  owners),  for 
repaymnt  Cooperation  shuns  danger  and  never  appears  except  whore 
there  is  a  necessity  fw  it.  The  reason  why  building  and  loan  associati<ms 
exist  is  because  they  are  the  best  medium  for  utilizing  savings  to  acqtdre 
homes  in  towns  and  cities;  and  the  reason  why  landschafts  exist  is 
because  they  are  the  safest  and  eariest  ageocies  throui^  which  farmers 
may  obtain  long-term  loans. 

This  same  reason  of  utility  explains  why  rural  and  urban  cooper- 
ative banks  are  constantly  increasing  in  number  in  every  country  where 
they  are  empowered  to  receive  deposits  subject  to  check  and  to  handle 
short-term  paper  on  security  other  than  real  estate.  A  cooperative  bank 
cannot  be  surpassed  as  a  means  for  organizing  the  purchasing  and  selling 
power  of  farmers,  while  it  is  remarkably  successful  in  encouraging  thrift 

46 


among  wagcworkcrs;  neither  can  it  be  surpassed  for  supplying  the  finan- 
cial needs  of  small  industries  whose  lines  of  credit  afe  not  desirable  for 
commercial  banks.  But  there  are  depths  to  which  it  cannot  reach.  Con- 
trary to  a  belief  widely  prevalent  in  the  United  States,  it  cannot  make 
character  credit  out  of  groups  of  paupers.  The  marvels  done  for  thrift- 
less impecuniosity  by  cooperative  banking  are  largely  imaginary.  In 
Europe  the  average  member  of  a  cooperative  bank  belongs  to  as  high  a 
grade  of  society  as  that  of  depositors  or  members  of  American  savings 
banks  and  building  and  loan  associations.  Indeed,  he  is  somewhat  more 
active  than  the  latter,  because  he  has  joined  his  cooperative  bank  with 
a  view  to  utilizing  all  its  facilities  in  the  business  or  vocation  in  which 
he  makes  his  livelihood 

Many  of  the  erroneous  beliefs  that  are  current  about  cooperation 
arise  from  the  false  notion  that  it  is  a  benevolent  or  altruistic  means 
for  assisting  distress  or  incompetenpy.  This  Inlf-tnidi  is  alive  wiOi 
dangers.  It  is  written  in  the  recently  enacted  laws  on  die  so-called 
credit  unions,  ruining  them  for  farmers.  It  is  printed  m  most  of  tbit 
popular  literature  that  has  been  pubUshed,  increasing  the  clamors  for 
state  aid  and  benefactions  that  have  confused  and  belittled  tiie  rural- 
credits  movement.  Cooperation  does  not  require  the  guiding  or  indul- 
gent hand  of  government  or  charity,  nor  can  it  be  forced  into  being  in 
the  absence  of  need  for  it,  or  long  prevented  if  the  need  exists.  It  can 
help  only  him  who  is  able  and  willing  to  help  himself,  and  his  neighbor 
also.  ^  It  demands  the  spirit  and  the  ability  both  to  give  and  to  receive, 
and  it  can  attain  enduring  usefulness  only  among  persons  who  are 
capable  and  honest  and  known  to  be  so,  who  ask  no  favors,  spurn 
rabsidy  or  ahn^  and  rely  solely  upon  their  own  collective  strength. 
Cooperation  is  eminently  practical,  for  it  is  simply  a  method  of  business 
or  fii^ce.  It  may  appear,  of  course,  in  a  combmation  or  consolidation 
of  properties,  but  its  literal  inteipretatioa  is  ''wofkmg  togetiier,''  and  it 
presupposes  united  acticxD  on  the  part  of  intelligent  hd^  vohmtarily 
associated  for  carrying  on  some  object  in  common.  Further,  that  object 
must  give  promise  of  material  benefit  to  all  concerned,  for  ordinarily 
one  will  not  help  others  unless  by  so  doing  he  can  help  himself.  The 
basic  idea  is  organized  mutual  self-help  for  profit  among  associates  actii^ 
on  their  own  initiative  and  depending  on  their  own  energies,  talents, 
toil,  and  resources.  True,  cooperation  is  serviceable  for  the  weak  and 
poor  as  well  as  for  the  strong  and  rich,  but  the  thriftiess  and  incom- 
petent are  the  ones  whom  it  is  least  able  to  aid. 

Cooperation  is  practiced  by  all  classes  of  persons,  in  every  conceivable 
activity,  and  under  every  known  form  of  organization.  It  may  be  prac- 
ticed in  a  partnersh^  or  through  a  corporation,  but  its  spirit  and  method 
can  best  be  preso^ed  in  an  association.  Prussia  was  the  first  country 
to  give  general  recognition  to  this  fact  The  year  was  1867— not  long  ago. 
By  an  enabling  and  r^latory  law,  she  then  empowered  associations  to 
carry  on  nearly  every  kind  of  business  and  finance,  banking  included, 
relating  to  agriculture  and  small  industries.  In  1871  the  German  Empire 
adopted  this  law,  and  furthermore  permitted  associations  to  combine  in 
unions  and  federations.  Soon  thereafter  rural  cooperation  literally 
swept  the  land,  and  the  German  farmers  became  able,  almost  without 
importations,  to  feed  and  clothe  sixty-five  millions  of  population  from 
a  not  over-fertile  area  about  the  size  of  Texas.  Within  twenty  years 
after  the  Prussian  law  was  enacted  a  legal  status  was  given  to  economic 
associations  also  in  Austria,  Russia,  Italy,  France,  Denmark,  and  else- 
where; and  in  every  instance  die  growth  in  the  number  and  strength 
of  the  associations  was  so  rapid  that  frequentiy  statisticians  were  unable 
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to  keep  the  figures  up  to  date.  This  was  why  the  German  law  author- 
ized the  unions  or  the  local  courts  to  appoint  the  official  inspectors  and 
auditors.  The  German  law  also  contained  specific  and  adequate  pro- 
visions for  banking  and  gave  full  play  to  collective  credit  and  liability 
from  the  start,  a  point  which  some  of  the  other  countries  overlooked 
and,  in  missing  it,  left  an  obstacle  against  the  easy  expansion  of  asso- 
ciational  cooperation. 

The  difference  between  a  private  corporation  and  an  economic  aMO- 
ciation  is  this :  the  former  is  a  joint'*stock  company  of  which  the  capital 
stock  is  fixed  hy  the  charter,  paid  in  at  die  start  and  voted  bj  the  stock- 
holders acGordkig  to  their  shares,  bat  owned  hf  the  company  itself. 
Shares  may  be  transferred  or  they  may  fall  with  all  rights  and  voting 
power  into  the  hands  of  heirs  or  creditors.  Conseqnentiiy,  tmless  he  be 
an  officer  or  director,  a  stockholder's  relaticm  to  a  company  is  merely 
that  of  an  investor;  he  is  interested  mainly  in  its  profits  and  losses,  and 
feels  no  personal  responsibility  for  its  acts  or  condition.  An  economic 
association,  on  the  other  hand,  is  a  form  of  organization  in  which  the 
equality  and  personal  responsibility  of  the  members  are  preserved.  A 
mutual  personal  relation  is  established  among  the  members  and  bet\yeen 
them  and  the  association  by  admission  to  membership  exactly  as  in  a 
social  club.  The  law  requires  an  association  to  specify  in  its  articles  of 
agreement  the  qualifications  for  membership  as  well  as  the  area  within 
which  it  must  maintain  its  headquarters  and  confine  its  c^eraticms.  So 
an  association  has  both  a  personal  and  a  local  character,  and  it  would 
lose  its  identity  if  it  should  move  from  its  wea  unless  its  members  fol- 
lowed it  Moreover,  it  has  no  cs4>ital  stock;  it  could  not  have  one  witik- 
ottt  becoming  a  company.  The  so-called  capital  stock,  which  sometimes 
eadsts,  belongs  to  the  contributors,  and  each  may  withdraw  his  portion 
tibereof  upon  due  notice.  Hence,  an  association  may  b^n  without  a 
cent;  its  funds  accumulate  as  it  grows.  It  is  because  no  money  need 
be  put  up  at  the  start  and  because  all  money  put  in  is  withdrawable  that 
an  associati»i  »  mcMFe  attractive  than  a  joint-stock  company  to  small 
investors. 

If  shares  are  issued  by  an  association,  they  are  non-transferable, 
and  their  voting  power  is  so  restricted  that  no  one  member  or  group 
of  members  can  gain  control  through  the  mere  might  of  money.  Usually 
the  shares  are  simply  deposit  certificates  or  obligations  to  make  periodic 
deposits,  while  the  voice  of  each  member  is  determined  Iqr  his  standing 
and  is  limited  to  one  vote  at  the  baUoting.  In  nearly  every  general  law 
on  associations,  the  provisions  for  formation,  administoation,  manage- 
ment, and  dissohition  are  the  same  for  all  kinds  of  economic  associations, 
commercial,  industrial,  or  financial,  with  the  necessary  modifications  fw 
banking.  Not  only  uniformity,  but  also  simplicity,  is  provided  for,  so 
that  anybody  who  joins  an  association  may  ea»ly  understand  his  rights 
and  duties,  no  matta-  what  may  be  its  purpose.  A  cooperative  associa- 
tion may  be  defined  as  a  voluntary  union  of  persons  for  utilizing  their 
collective  energies  or  resources  (or  a  part  of  them)  under  their  own 
management,  in  some  economic  enterprise  carried  on  upon  their  common 
account  with  a  view  to  their  mutual  and  individual  benefit.  A  b^nk, 
then,  which  has  an  associational  form  and  confines  its  credit  facilities 
to  members,  is  necessarily  cooperative.  A  bank  which  has  a  capital 
stock  cannot  be  cooperative,  even  though  it  confines  its  credit  facilities 
to  members,  unless  its  charter  provides  that  it  shall  be  managed  by  c^Bcen 
elected  by  members  voting  under  some  plan  that  gives  the  control  at 
elections  to  the  majority,  whetiber  they  own  or  do  not  own  moft  of  llie 
stock. 
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So  a  cooperative  bank  may  be  either  a  corporaticm  or  an  assodatioo- 

but  the  latter  form  is  simpler,  more  in  keeping  with  cooperation,  and 
.  much  to  be  preferred.   There  are  two  kinds  of  associational  codperative 
banks,  just  as  there  are  two  kinds  of  associations— one  that  issues  shares 
and  one  that  does  not  issue  shares.    Shares  may  be  payable  upon  sub- 
Knptwn,  m  which  case  they  are  small,  i.e.,  ten  dollars  or  under;  while 
flie  nuab^  which  may  be  held  is  unlimited,  but  the  number  which  may 
be  voted  is  Imuted  usuaUy  to  ten  in  the  hands  of  one  holder;  or  the 
shares  may  be  layable  m  periodic  instalments,  as  in  a  building  and  loan 
association,  m  which  case  they  are  large,  ranging  up  to  $1,000  apiece,  and 
no  holder  may  vote  more  than  one  or  subscribe  to  another  share  until 
his  first  IS  paid  up.  But  the  same  bank  cannot  issue  shares  of  different 
kinds  or  denommations,  since  simptidty  is  always  observed.  AU  shares 
are  entitled  to  dividends  according  to  the  payments  made  on  them,  but 
on  instalment  shares  the  dividends  are  used  to  mature  the  shares,  and 
are  not  paid  in  cash  as  long  as  any  instalment  is  owing.  The  credits  on 
matured  or  paid-up  shares  are  withdrawable  on  two  months'  notice. 
Consequently,  the  capital,  if  any,  is  variable,  being  liable  to  diminutkm 
through  such  withdrawals,  or  capable  of  indefinite  increase  by  the  issue 
of  new  shares  or  by  payments  on  shares.    Thus  the  capital  is  not  owned 
iqr  Oie  bank,  but  is  owned  entirely  by  the  contributors,  subject  to  xcaula- 
tions  regarding  withdrawals. 

^    Only  persons  admitted  to  membership  may  hold  shares.  Membership 

or  companies,  and  to 

aU  natural  persons  residing  within  the  bank's  area  and  having  the  neces- 
sary quahfications.  The  regtdar  meetings  of  the  members  are  held  annu- 
any;  special  meetings,  upon  call  in  the  manner  prescribed  by  hw.  Voting 
by  proxy  is  strictly  prohibited.   The  majority  of  those  present  prevails 
at  elections,  but  a  vote  of  two-thirds  or  three-fourths  of  aU  members  or 
of  outstanding  shares  is  required  for  a  voluntary  dissolution  or  an  amend- 
ment of  the  by-laws  or  articles  of  agreement.  The  admission  or  expulsion 
of  members  may  be  delegated  to  a  body  of  executive  officers,  but  the 
fanal  decision  rests  with  the  members  at  a  regular  or  a  duly  called  special 
nieeting.    A  member  may  voluntarily  retire  at  the  end  of  a  fiscal  year 
after  giving  two  months'  notice.   An  expulsion  or  retirement  works  the 
surrender  of  Stores;  the  holder  is  paid  what  is  due  him  thereon  and  they 
are  cmcOM,  hat  his  liability  as  a  member  continues  for  two  years 
thereafter.   In  a  bank  without  shares  this  liability  may  be  unlimited 
uc,  a  creditor  of  the  bank  may  hold  members  personally  liable  and 
sue  all  or  any  of  them;  or  the  liability  may  be  contributory,  i.e.,  the 
bank  or  its  receivers  may  levy  assessments  equal  against  aU  members 
and  repeat  the  process  down  to  the  last  finanda%  responsible  member, 
until  all  Its  debts  are  paid.  In  a  bank  with  shares  the  UabiUty  is  invari- 
ably  limited  and  runs  in  favor  not  of  its  creditors  directly,  but  only  of 
the  bank  and  its  receivers ;  they  may  call  immediately  aU  that  yet  remains 
unpaid  on  a  share,  or  assess  any  member  on  his  share  up  to  the  specified 
multiple  of  its  face  value.   In  practice  these  assessments  are  rarely  made 
except  equally  against  all,  and  so  are  contributory.    A  person  who  be- 
km^  to  an  unlimited  liability  bank  cannot  become  a  member  of  a  bank 
of  the  other  kind. 

TTie  administratkm  of  a  cooperative  association  or  of  a  bank  always 
consists  entirely  of  members  annually  elected  by  the  members  or  subject 
to  removal  by  tiie  members  at  a  meeting  regularly  held  or  specially  called 
for  the  purpose,  with,  however,  one  exception :  tiie  inspector  who  ex- 
amines and  audits  its  condition  and  accounts  is  a  non-member  appointed 
by  tiw  k>cal  court  or  by  tiie  anioa  (gnnip  of  asBodatkws)  to  which  the 
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bank  belongs.  An  inspection  must  be  made  once  every  two  years;  it  may 
occur  oftener  and  as  a  surprise.  The  report  of  the  inspector  and  the 
annual  report  of  the  officers  must  be  fil«l  with  the  clerk  of  the  local 
court  and  published  in  an  official  newspapa*.  A  cooperative  bank  has  a 
boao^  of  two  or  more  directors;  they  appoint  the  president  from  among 
their  number,  and  select  the  other  officers  from  among  the  members.  The 
HllV  has  also  a  committee  of  three  supervisors,  which  has  power  to  set 
aside  any  act  of  the  board  and  to  suspend  any  director,  officer,  or  mem- 
ber. No  person  may  serve  on  both  the  board  and  the  committee  at  the 
same  time,  nor  may  credit  be  extended  to  any  director,  officer,  or  super- 
visor or  upon  his  indorsement,  without  the  consent  of  members  obtained 
at  a  meeting.  A  bank  may  also  have  a  finance  committee.  Salaries  and 
compensation  may  or  may  not  be  allowed.  Officers  are  appointed  for  one 
year.  Directors  and  supervisors  may  be  elected  for  three  years,  but  then 
the  terms  are  so  arrai^ed  that  one  each  <mi  the  board  and  on  the  com- 
mittees expires  annrndb^.  Fees  <m  entrance  may  be  exacted  and  fines  for 
defaults  or  remissness  may  be  imposed. 

A  cooperative  association  may  have  one  or  more  objects;  that  is,  if  its 
articles  of  agreement  so  provide,  it  may  be  a  bank  with  a  trading  feature 
and  do  collective  buying  and  selling  for  members,  besides  extending  credit 
to  them.    The  banking  powers  embrace  every  banking  operation  except 
the  right  to  issue  notes.    The  only  restriction  is  that  it  cannot  extend 
credit  to  non-members,  but  it  may  receive  savings  from  them.    So  it 
finances  itself  by  deposits  and  savings  from  members  and  outsiders,  by  the 
issue  of  shares  (if  this  plan  is  adopted),  and  by  the  use  of  its  own  credit 
It  may  make  short-term  loans  to  members,  subscribe  to  glares  and  buy 
bonds  of  other  cooperative  banks,  associations,  or  companies,  and  hivest 
in  securities  of  certiun  kinds  designated  by  atitote.   Loans  must  be  se- 
cured. Real*estate  mor^ages  arc  not  taken,  except  to  secure  endangered 
claims.  The  only  real  estate  that  may  be  held  is  an  office  building.  The 
profits  may  be  distributed  as  dividends  or  rebates,  or  written  to  the  re- 
serve.  If  the  articles  of  agreement  so  provide,  all  or  a  part  of  the  re- 
serve may  be  set  aside  as  an  indivisible  permanent  foundation,  which,  in 
the  event  of  dissolution,  shall  not  be  apportioned  among  members  with 
the  rest  of  the  assets,  but  turned  over  to  the  bank's  union  or  to  the  state 
for  the  creation  of  another  cooperative  bank  in  the  same  locality.^  Bank- 
ruptcy proceedings  must  be  instituted  against  an  unlimited-liability  bank 
when  its  assets  and  reserves  do  not  suffice  to  cover  its  debts ;  and  against 
a  limited-liability  bank  when  its  debts  exceed  the  assets  and  reserve  and 
the  fourth  of  the  liability  assumed  by  members  on  their  shares.  A  bank 
of  either  kind  must  be  dissolved  also  when  the  number  of  members  falls 
bdow  the  minimum  for  o^anizing  it;  this  is  nmaSfy  seven.  Tax  exemp- 
tions are  not  accorded  to  cooperative  banks,  nor  to  savings  or  deposits 
therdn.  The  otAy  privil<«cs  of  a  special  nature  are  perhaps  a  reduction 
of  stamp  duties  on  their  negotiable  paper  and  cheap  and  simplified  pro- 
cedure for  organization  and  dissolution. 

This  outline  shows  the  trend  of  foreign  legislation  bearing  on  coopera- 
tive banking.  The  laws  differ  in  details  and  at  important  points  and  can- 
not be  harmonized.  Some  were  framed  by  social  reformers  more  be- 
nevolent than  practical;  others  are  compromises  with  legislators  who  op- 
posed innovations  and  insisted  upon  share  capital,  as  in  Germany;  while 
many  contain  clauses  to  meet  conditions  peculiar  to  country,  or^  were 
enacted  without  a  full  understanding  of  cooperation's  inherent  rdation  to 
the  associational  form  of  organization.  Not  one  of  the  laws  is  perfect 
or  could  serve  as  a  model  here.  Nevertheless,  notable  progress  has  been 
made  under  some  of  them  in  the  small  industries  and  agriculture;  and 
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in  these  cooperation  always  appears  when  once  the  ways  have  been  pointed 
out  and  legal  obstacles  removed,  since  its  natural  medium  is  among  per- 
sons each  of  whom  has  a  business  of  his  own  tfarous^  which  he  makes 
his  living  by  manual  labor  or  the  personal  management  of  his  affain. 
This  gives  rise  to  a  necessity  and  sdso  to  assurances  of  safety,  both  of 
which  are  essentially  precedent  to  die  practice  of  cooperation.  Wage- 
worlttre  and  clerks  can  be  interested  in  cooperative  banking  only  as  de- 
positors; a  cooperative  bank  entirely  composed  of  that  sort  would  soon 
disband,  because  they  have  no  need  of  credit  except  for  a  consumptive, 
or  at  best  a  provident,  purpose  while  they  can  obtain  as  high  returns  on 
their  money  by  investment  in  other  concerns  which  would  not,  as  a 
cooperative  bank,  subject  them  to  the  burdens  and  risks  of  the  admin- 
istration. 

Cooperative  banks  can  flourish  only  where  their  members  are  able  to 
utilize  in  their  own  individual  businesses  the  money  and  credit  made 
available ;  and  they  succeed  best  when  each  business  has  a  productive  or 
creative  character.  In  the  cities  the  members  are  tradespeople,  owners  of 
shops  and  stores,  grocerymen,  butchers,  tailors,  shoemakers,  fishermen 
with  their  own  outfits,  artisans  and  the  Uke,  together  with  ddlled  wwk- 
men  and  frt^ial  and  industrious  persons  seeking  to  save  money  and 
strengthen  their  credit  standing  with  a  view  to  setting  themselves  up  in 
business.  In  rural  districts,  along  with  the  farmers  are  the  country-store 
merchants,  blacksmiths,  and  persons  engaged  in  agricultural  pursuits; 
while  both  urban  and  rural  cooperative  banks,  if  the  laws  permit,  may 
have  investor  members  just  as  American  building  and  loan  associations. 
But  the  bringing  together  of  active  workers  with  the  object  of  enabling 
them  to  make  a  more  effective  use  of  their  money  and  credit  in  their  own 
businesses  is  the  chief  purpose  of  a  cooperative  bank,  and  so  it  bears  a 
closer  resemblance  to  a  commercial  than  to  a  savings  kmk. 

The  efforts  being  made  in  the  United  States  to  induM  wageworkers 
and  clerks  to  form  so-called  credit  unions-  are  hopelessly  wrong;  they 
are  doomed  to  as  bitter  a  failure  as  the  other  misguided  efforts  to  repair 
through  collective  credit  the  fortunes  of  thriftless  incompetents.  Indeed, 
those  wishing  only  investment  should  be  discouraged  from  depositing 
their  savings  in  a  cooperative  bank  until  it  has  established  itself  in  a 
strong  financial  position;  such  persons  should,  until  then,  patronize  sav- 
ings banks  and  building  and  loan  associations — not  credit  unions.  A 
cooperative  bank  should  be  left  to  win  its  own  way  without  being  forced 
into  uses  for  which  it  is  not  intended.  At  the  start  the  only  members 
should  be  those  who  expect  actively  to  avail  themselves  of  its  resources 
in  their  own  businesses,  and  nobody  should  ever  be  allowed  to  join  it 
unless  his  presence  will  add  to  its  strength  and  standing.  A  carefully 
selected  membership  is  indispensable  for  the  success  of  a  cooperative  bank ; 
and  for  this  reason  the  law  requires  each  bank  to  prescribe  the  qualificsr 
tions  for  admission  and  to  permit  expulsion  at  the  will  of  tibe  majority. 

Membership  in  an  urban  cooperative  bank  is  usually  open  to  all  repu- 
table persons,  irrespective  of  class  or  trade,  although  there  are  instances 
of  specialization;  marine  cooperative  banks  are  appearing  for  fishermen 
in  France,  Sweden,  Norway,  and  Japan.  The  urban  cooperative  banks 
all  adopt  the  limited-liability  plan,  issue  shares,  distribute  dividends,  and 
if  they  succeed  at  all,  tend  to  become  large;  many  compare  favorably  in 
size  with  American  savings  banks.  They  do  not  combine  with  one  an- 
other to  form  systems  for  mutual  financial  assistance;  the  attempts  which 
have  been  made  in  that  direction  have  ended  simply  in  uniting  for  the 
discussion  and  protection  of  their  general  interests,  except  where  gov- 
ernment has  intervened.  On  die  other  hand,  in  the  rural  districts  coopaa- 
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tivc  banking  tends  towards  specialization  and  combination.  There  is  no 
country  where  this  is  not  so.  The  rural  cooperative  banks,  although  they 
may  admit  any  reputable  resident  to  membership,  particularly  as  a  de- 
positor, nevertheless  utilize  their  resources  exclusively  for  agricuUure, 
while  all  become  parts  of  a  system  formed  not  only  to  supply  the  finan- 
cial needs  of  the  farmer  members,  but  also  to  organize  their  purchasiog 
and  selling  power,  and  even  to  improve  their  social  condition. 

The  $3r8teiii  has  three  degrees  of  organization.  The  first  is  the  local 
group  centering  around  a  mral  cooperative  bank;  the  second  degree  is 
the  rcgk>nal  or  provincial  unions,  each  with  a  cential  bank  and  central 
commercial  and  industrial  associations;  the  tiiird  degrtt  is  the  federa*- 
tion,  with  a  bank  and  associations  having  a  nafiffnat  scope.  Usmlfy  the 
officers  of  tiie  federation  and  its  institutions  are  elected  by  tiie  unions,  the 
officers  of  each  uni<m  and  its  institutions  are  elected  by  adherents  com- 
posing its  various  local  groups,  and  the  officers  of  the  latter  are  elected 
by  their  individual  members.  Thus  the  farmers  are  organized  indus- 
trially, commercially,  financially,  and  socially  through  great  decentralized 
systems  officered  and  supported  by  themselves  and  resting  upon  numer- 
ous local  cooperative  banks.  This  is  the  grand  purpose  of  rural  coopera- 
tive banking;  and  if  it  should  stop  short  of  this  purpose  and  be  content 
with  the  creation  of  detached  and  isolated  associations,  the  work  would 
be  incompletely  done.  It  should  aspire  to  a  graduated  system  of  interre- 
lated associations;  but  no  successful  system  of  this  kind  owes  its  ex- 
istence to  government  mtervention.  Such  a  system  cannot  be  established 
1^  b^inning  at  the  top  and  trustttw  to  outside  assistance  of  any  sort;  it 
must  be  self-sustaining  and  decentralized,  and  built  up  Iqr  the  Hrmtn 
themselv^  hy  starting  at  tiie  grass  roots  and  dq»en^ig  on  their  own 
efforts  and  resources,  first  assembled  in  local  groups  and  then  combined 
in  regional  and  national  gro^  all  bomd  together  tgr  tmiona  and  fed^ 
erations. 

The  banks  and  associations  attached  to  the  unions  and  federations  of 
a  rural  system  are  located  in  convenient  towns  or  cities;  they  adopt  the 
limited-liability  plan,  issue  shares,  and  distribute  dividends.  This  plan 
is  adopted  also  by  the  local  commercial,  industrial,  or  manufacturing  asso- 
ciations. Unlimited  liability  without  shares  or  dividends  appears  only 
in  the  local  cooperative  banks — and  not  always  there.  There  are  many 
local  groups  in  vrbicb  the  bank  and  affiliated  associations  all  limit  the 
lubility;  but  then  die  territoiy  is  large  and  populous,  and  its  organiza* 
tion  similar  to  a  union.  The  pure  assodadonal  form  is  adopted  <mly 
where  the  territory  is  small  and  the  various  activities  of  the  manben 
may  all  be  carried  on  through  one  association;  fai  this  case  tte  assodar 
tion  is  an  unlimited-liability  bank.  The  tendency  is  to  keep  the  local 
units  small  so  as  to  neutralize  the  risks  and  make  such  liabiliiy  practical; 
for,  the  farmers  are  b^inning  to  realize  that  the  best  way  to  gain  the 
confidence  of  the  public  is  by  showing  mutual  trust  in  themselves. 

So  a  typical  local  rural  cooperative  bank  is  an  association  which  has 
no  shares  nor  any  limit  to  liability,  and  draws  its  members  from  such  a 
small  area  that  all  admitted  are  intimately  acquainted  with  one  another. 
The  number  of  members  ranges  from  fifty  to  250,  and  they  may  be  rich 
or  poor,  landowner  or  tenant,  master  or  servant,  so  long  as  they  are 
capable  and  honest  and  possess  the  qualifications  prescribed  by  the  articles 
of  agreement.  No  entrance  fees  are  required  on  admission  or  fines  or 
forftitures  exacted  on  retirement  There  may  be  several  banks  in  the 
same  neighborhood,  if  the  resident  population  comprises  elements  ttat 
differ  sharply  in  rd^n,  politics,  or  race;  for,  tihe  harmony  arising  from 
homogcne^  and  good-fdlowship  is  absolute^  indi«pensable  for  tiiete 
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httle  basic  units  of  the  system.  They  can  all  ind  a  common  meetings 
ground  in  the  unicm  or  fedoration;  so  phaafity  is  raiiier  beMfidal,  since 
^t  ke^  the  banks  small  and  sale  and  ^^hfn  a  iriiolescNae  tmbr 
mmoog  them.  ^ 

The  bank  binds  each  member  to  conduct  all  his  finanrial  transactions 
through  it  and  to  deposit  with  it  all  his  available  cash;  this  it  redeposits 
in  the  associational  account  in  some  commercial  bank  in  the  nearfafy  dly, 
if  the  system  is  not  yet  formed.  It  takes  savings  also  from  other  persons! 
and  may  perhaps  offer  a  point  above  the  current  interest  rate  in  order  to 
attract  deposits  and  savings.  If  this  does  not  bring  them  in  adequate 
volume,  it  may  borrow;  and  with  a  group  of  reputable  farmers  all  per- 
sonal^r  responsible  on  its  note,  it  finds  no  trouble  in  raising  money  on 
Ae^  easiest  terms.  ,  However,  it  rarely  needs  to  borrow,  because  the  un- 
linuted  liability  of  tto  carefully  selected  members  affords  such  a  satis  fac- 
tofy  guaranty  that  it  is  able  to  carry  on  its  usual  operations  upon  its 
character  credit,  or  financial  standing,  if  dqK>sits  and  savings  be  lacking. 

The  resources  are  used  for  buymg  farm  supplies  for  cash  or  on  cfedtt 
in  buUc  at  wholesale  to  retail  to  members.  The  baiik  may  allow  mem- 
bers time  for  payment.  It  also  indorses  tiie  notes  or  accepts  drafts  eace- 
cuted  by  members  for  individual  purchases  of  such  supplies,  discounts 
paper  they  receive  in  sales  of  their  farm  products,  and  assists  tiicm  m 
every  banking  way  in  the  growing  and  marketing  of  their  crops.  It  may 
even  do  collective  selling.  Likewise,  it  grants  money  loans,  but  only  for 
specified  productive  agricultural  purposes.  Whatever  be  the  form  of 
credit  extended,  the  term  is  short  and  security  is  taken.  The  customary 
period  is  ninety  days,  subject  to  either  immediate  recall  or  three  or  four 
roiewals  for  good  cause  shown.  The  security  preferred  is  one  or  two 
indorsers.  Long-term  loans  and  real-estate  mortgages  are  avoided  and 
usually  fortridden,  since  the  bank  aims  to  keep  its  funds  in  circulation 
iw  the  benefit  of  mesdbers,  one  and  all,  and  increase  its  profits  by  quick 
and  repeated  tum-ovars  of  its  assets.  Banking  is  ea«y  to  learn,  says  the 
adage,  if  one  understands  what  a  mortgage  is  and  leaves  it  severely  ahme. 

The  local  rurad  cooperative  bank,  however,  has  no  lucrative  object 
and  it  distributes  no  dividends;  but  this  does  not  mean  tha^  it  is  a  phibA^ 
thropic  society  in  which  the  poor  are  helped  at  the  eai^ense  of  rich  mem- 
bers and  all  toil  for  one  another  without  any  pay  for  their  work  and  at 
less  than  the  ordinary  returns  for  their  money.  Banking  would  be  impos- 
sible with  brotherly  love  carried  to  such  a  degree  of  morbidity.  If  the 
bank  remains  small,  its  president,  directors,  and  supervisors  have  of  course 
few  duties,  and  they  are  proud  to  perform  them  for  honor.  But  the  sec- 
retary-treasurer, who  is  usually  the  active  manager,  is  salaried ;  while  all 
deposits  or  savings  received  or  sums  borrowed,  whether  from  members 
w  Mo^embers,  are  paid  interest  at  a  rate  at  least  as  high  as  prevails  in 
tte  locality.  AH  these  caucuses,  together  with  the  other  costs  of  busi- 
ness, must  be  promptly  met;  so  tibe  bank  is  oUUgcd  to  chaurge  for  services 
rendered,  but  it  limits  its  profit-takmg  to  actual  necessities.  Cheap  and 
efficient  service  is  the  reason  for  its  existence.  It  is  not  organized  for 
speculative  ventures  or  even  for  investment.  It  attracts  memben»  not  l^y 
appealing  to  their  cupidity,  but  by  affording  them  a  way  to  mw>miy^  ex- 
penditures and  strengthen  credit  so  as  to  reduce  interest  rates  on  loans 
and  better  the  prices  of  farm  supplies  and  products.  In  other  words,  the 
chief  function  of  a  local  rural  cooperative  bank  is  to  organize  the  credit 
of  a  group  of  farmers  and  operate  for  them  through  the  credit  so  or-  • 
ganized.  This  is  why  the  bank  does  not  require  a  cent  in  entrance  fees» 
share  subscriptions,  or  non-withdrawable  deposits  or  savings. 

But  there  must  be  a  substantial  base  for  the  credit   This  is  accom- 
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phshed  by  carefully  selecting  the  members  and  imposing  unlimited  liabil- 
ity upon  them,  and  then  by  gradually  building  out  of  profits  a  reserve  to 
protect  that  liability,  strengthen  public  confidence,  and  facilitate  opera- 
tions. The  entire  reserve,  or  the  greater  part  of  it,  is  indivisible.  When 
once  the  articles  of  agreement  have  declared  the  indivisibility,  the  reserve 
ceases  to  belong  absolutely  to  either  the  members  or  the  bank;  they  can- 
not individually  or  collectively  apportion  any  of  it  among  themselves,  or 
obtain  its  possession  by  dissolving  the  bank,  since  upon  dissolution  the 
remamder  left  after  paying  debts  would  pass  to  its  union  or  to  the  state 
for  the  creation  of  a  »milar  association  in  the  same  place.  So  tiie  indi- 
visible reserve  becomes  a  local  foundation  which  fixes  the  bank  to  the 
soil  and  makes  it  a  permanent  institution  in  tlM  neighboriiood.  Farmers 
may  come  and  go,  but  it  might  continue  forever,  increasing  in  strength 
with  the  progress  of  years  through  the  mites  contributed  by  members 
for  benefits  received.  The  prohibiting  of  dividends  prevents  members 
from  making  individual  gains  from  one  another,  and  preserves  in  the 
bank  the  comradry  and  good-fellowship  that  appear  in  a  social  club, 
church,  or  college;  nevertheless,  the  prohibition  of  dividends  has  the  very 
practical  reason  of  accumulating  a  reserve ;  so  the  laws  should  not  forbid 
or  restrict  profit-taking  in  a  cooperative  bank.  This  should  be  regulated 
by  the  bank  itself. 

An^  cooperative  banks  have  indivisible  reserves,  and  a  local  rural  co- 
operative bank  of  the  pure  assodatiwal  form  carries,  with  some  few 
exceptkms,  all  its  profits  to  the  indivisible  reserve.  This  is  logi<^y 
proper,  because  a  member  is  not  entitled  to  dividends  since  there  are  no 
shares;  moreover,  if  he  be  a  depositor  or  borrower,  the  interest  is  at 
the  rate  to  which  he  agreed;  if  he  is  a  purchaser  of  supplies  or  a  seller 
of  products,  the  prices  are  the  best;  if  he  avails  himself  of  any  other 
facility,  the  charge  is  less  than  he  would  have  paid  elsewhere,  while  he 
derives  a  personal  advantage  from  the  collective  liability  that  all  assume. 
The  bank  gives  a  quid  pro  quo  for  whatever  it  takes  from  him  and  the 
other  members,  and  lowers  their  expenses;  so  its  net  earnings  go  as  a 
right  to  tile  reserve.  If  they  were  distributed  as  dividends  or  rebates, 
tiie  members  would  be  getting  something  for  nothing;  and  this  idealistic 
desidmtum  is  as  impracticable  for  a  cooperative  society  as  for  any  other 
kind  of  union  of  persons.  The  mdivisibility,  however,  does  iK>t  immo- 
bilise tiie  reserve.  It  stands  good  for  the  bankfs  det^  while  tiie  bank 
nmy  use  it  in  any  of  its  operations  just  as  it  uses  all  its  other  assets,  re- 
gardless of  source  or  allocation.  Indeed,  the  reserve  (although  accumu- 
lated out  of  profits  in  exactly  the  C(Hiverse  way  to  the  capital  stock  of  a 
corporation)  is  intended  for  a  working  as  well  as  a  guaranty  fund.  The 
larger  it  grows  the  less  become  the  bank's  needs  for  outside  money.  When 
it  equals  the  capital  stock  and  reserves  which  a  corporation  of  a  similar 
importance  would  have,  the  bank  can  reduce  its  profit-taking  to  the  actual 
cost  of  business;  this  is  why  members  of  a  bank  of  the  pure  associational 
form  eventually  get  cheaper  service  than  members  of  any  other  kind 
of  bank. 

Moreover,  when  the  reserve  has  finally  reached  such  dimensions,  the 
tmlinuled  liability  of  members  becomes  so  safeguarded  that  it  is  prac- 
turally  non-»istent;  for,  if  the  bank  should  sustain  a  k>ss  there  are  many 
expedients  to  which  it  may  resort  before  assessing  members.  If,  for  in- 
stance, a  borrower  should  default  and  his  property  bring  notiiing  on  exe- 
cution, the  bank  can  sue  his  indorsers.  If  a  deficiency  still  remained,  the 
bank  could  raise  the  interest  rate  on  other  loans  to  cover  the  loss;  th«y 
are  all  subject  to  recall  on  short  notice.  Or,  it  could  increase  the  selling 
price  of  supplies  or  charge  a  littie  more  for  its  ll>ff«ifi«^g  sendees.  This 
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would  not  materially  affect  members,  because  the  supplies  are  sold  at  near 
^  the  wlM>lesale  price  and  the  services  are  rendered  at  a  lower  figure  than 
tiiat  of  non-cooperative  concerns.  Thus  several  steps  may  be  taken  be- 
fore the  liability  of  the  members  is  touched,  and  they  are  protected  from 
creditors  until  the  badk  has  exhausted  aU  its  profite  and  means  of  increas- 
ing its  profits,  and  all  its  special  and  indivisible  reserves.  But  tins  latter 
contingency  is  highly  improbable,  because  members  are  canftdfy  sdected, 
debts  or  obligations  secured,  and  speculation  is  forbidden  and  oficn  no 
temptation  to  the  officers,  who  must  bear  al(»«  with  the  other  members 
the  losses  resulting  from  a  risky  transaction;  while  if  mismanagement 
should  appear  it  could  not  continue,  since  members  have  the  right  of 
summary  dismissal  of  oflFending  officials  and  also  of  dissolving  the  bank 
and  winding  up  its  affairs  if  they  find  it  in  failing  circumstances.  This 
is  why  failures  have  rarely  occurred  of  such  banks.* 

So  unlimited  liability,  absence  of  share  capital,  and  the  allocation  of 
profits  to  an  indivisiUe  reserve  instead  of  their  distribution  as  dividends 
or  rebates  are  correlative  features  of  a  local  rural  cooperative  bank.  Its 
functiras  ti^nscend  the  mere  gatiiering-up  of  members'  savings  to  lend 
to  members,  as  provided  by  tiie  so-called  credit  unions.  Confined  to  this, 
It  would  have  only  a  very  restricted  service,  smce  farmers,  as  a  rule,  have 
no  money  to  lend  to  one  another.   An  intelligent,  capaU«^  and  active 
farmer  has  uses  of  his  own  for  all  the  money  he  makes;  and  cooperation 
enlarges  those  uses.  The  savings  and  loan  idea  has  never  appeared  among 
farmers  anywhere.    No  European  peasant  or  American  farmer  will  in- 
vest his  cash,  involve  his  credit,  assume  unlimited  liability,  and  work  in  a 
cooperative  association  simply  to  accommodate  borrowing  friends.  More- 
over, there  must  be  something  more  practical  than  altruism  and  more  ma- 
terial than  the  little  sum  he  can  save  on  interest  or  gain  in  dividends  in 
order  to  induce  him  to  undergo  all  the  risks,  responsibilities,  and  burdens 
mqposed  hy  cooperatkm.  The  bank  grants  money  loans  only  out  of  sur- 
phises  tiiat  might  otiierwise  lie  idle,  and  uses  its  funds  wherever  it  is 
possible  for  tiie  commcm  good. 

Rural  cooperative  banking  has  of  course  a  deep  significance  in  re- 
spect to  each  person  and  place,  but  when  once  started  its  scope  and  influ- 
ences  continue  to  spread;  for,  its  grand  purpose  is  to  apply  to  agriculture 
the  best  methods  of  finance,  industry,  and  commerce  through  local, 

regional,  and  national  associations  combined  under  unions  and  federa- 
tions into  a  system  created,  officered,  and  supported  by  the  farmers 
themselves  for  utilizing  their  collective  credit  and  resources  to  facilitate 
the  growi(ig  and  marketing  of  their  crops  and  afford  fair  prices  to  both 
producer  and  consumer.  The  basic  units  of  the  system  are  the  local 
rural  cooperative  banks;  and  the  closer  they  adhere  to  the  pure  asso- 
daticmal  form  the  better  they  are,  since  then  they  must  of  necessity  avoid 
unwieldy  size  and  ranain  safe  and  sound.  There  is  no  class  of  farmers 
to  whom  membership  would  not  be  an  advantage.  If  for  no  other  rea- 
•M,  tiie  hh^  hand  would  find  it  profitable  for  his  savings;  the  tenant, 
effective  for  strengtiiening  his  credit;  the  large  landowner,  mvaluaUe 
for  buying  his  supplies  and  selling  his  products*  Eadi  would  derive 
benefits  in  proportion  to  his  money  or  deadmgs  with  the  bank,  while  the 
mutual  responsibility  of  all  for  its  management  and  its  gradual  develop- 
ment into  a  permanent  institution  in  the  neighborhood  would  create  a 
solidarity  of  interest  among  its  members  and  stabilize  the  rural  popula- 
tion around  it.  Especially  would  this  be  so,  if  its  headquarters  were  made 
a  social  center  and  its  meetings,  before  or  after  business,  the  iM^sfftn  for 
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entertaitimeiits,  debates,  kctnres,  and  discussicmsi  as  in  Germany.  The 
tsnlimited  liatnfity  would  be  feared  no  more  by  the  rich  than  by  tiie  poor 
if  the  laws  contained  the  proper  pnmsions  r^iarding  tnspectioi^  pabUdty, 
and  bankruptcy.  The  non-profit-paying  unlimited-liability  assoctaticmal 
bank  enables  members  to  bring  into  play  all  their  material  and  moral 
wwth  and  to  build  for  the  future  while  mutually  helping  themselTesi  it 
is  pure  cooperation  carried  to  perf ectioii--4he  grandest  idea  ever  con- 
ceived in  cooperation. 

But  unlimited  liability  is  safe  and  practical  only  among  groups  of  in- 
timately acquainted  neighbors  united  in  a  concern  that  can  operate  on 
their  credit  as  easily  as  upon  their  cash.  The  local  rural  cooperative  bank 
is  such  a  concern ;  and  so  unlimited  liability  naturally  appears  in  it,  but 
nowhere  else  in  the  system.  A  creamery  or  packing  plant,  for  instance, 
requires  for  its  start  a  certain  outlay  of  money.  This  can  best  be  obtained 
by  apportioning  among  the  omtribotors  definite  parts  of  the  investment; 
so,  although  it  may  be  located  in  the  neighborhood  and  financed  cntirdbr 
by  the  bask  and  its  members,  nevertheless  it  is  an  assoctatioo  with  shares, 
and  eadi  share  involves  an  obligation  to  pay  only  a  fixed  maximnm  sum. 
Wherever  an  aasodaticMi  takes  the  nature  of  an  investment  enterprise  or 
its  administration  consists  of  perscms  other  than  individual  farmers,  un- 
limited liability  disappears.  In  the  r^[ional  organization,  the  members  of 
the  central  industrial  and  commercial  associations  are  the  local  banks 
and  associations,  and  the  members  of  the  central  bank  are  both  the  local 
banks  and  associations  and  the  regional  associations.  They  are  managed 
by  salaried  experts  and  have  variable  capital  and  limited-liabiHty  shares. 
This  is  also  the  case  with  the  larger  bank  and  associations  that  are  formed 
by  the  combination  of  lower  groups,  and  so  on  up  to  the  top.  The  unions 
and  federations  have,  of  course,  no  capital  or  shares,  since  they  do  not 
engage  in  business  or  financial  affairs.  They  are  formed  of  the  officers  of 
affiliated  banks  and  associations  for  supervising,  directing^  and  extending 
the  ^tem. 

The  few  systems  Vkt  this  that  esdst  are  the  results  of  stow  growth, 
lateral  and  upward,  from  the  ground.  Manifestly  the  intervention  of 
government  or  outside  parties  would  violate  thdr  principles  and  interfere 
with  their  development  They  require  members  wi^  sufficient  self- 
rdiance  and  ability  to  depend  on  their  own  resources  and  to  organize  and 
govern  themselves.  Also  they  require  the  right  kind  of  legislation.  Co- 
operation thrives  best  where  action  through  association  is  legally  pos- 
sible and  practically  safe,  and  it  can  attain  its  highest  usefulness  for  agri- 
culture only  where  combination  of  associations  is  lawful.  In  these 
circumstances  cooperation  invariably  appears  wherever  there  is  a  need  for 
it;  this  has  been  so  in  America  as  well  as  elsewhere.  In  the  United 
States  there  are  good  laws  on  thrift  societies,  non-profit  societies,  social, 
religious,  eleemosynary,  scientific,  ^ucatiooal  associations  and  the  like; 
and  cooperation  or  mutuality  is  extensively  practiced  under  &tm  even  for 
large  undertakings.  Th^  gathering  and  distributing  of  news  by  the 
American  newspapers  is  the  greatest  example  of  cooperation  conducted 
on  a  grand  saile  without  Incrative  object;  it  enables  the  news  of  the  world 
to  be  placed  at  the  doors  of  asQr  home  in  the  land  at  a  penny  or  so  a 
day.  The  associational  life-insurance  companies  with  their  millions  of 
policyholders  and  billions  of  dollars  of  assets,  and  the  mutual  savings 
banks  and  building  and  loan  associations,  with  their  stupendous  totals  of 
deposits,  savings,  and  reserves,  put  most  of  the  funds  of  organized  thrift 
.  under  cooperative  or  mutual  management,  while  trade  unionism  (the  old- 
est form  of  cooperation)  permeates  the  laboring  classes. 

These  arc  city-centered,  but  do  not  constitute  all  the  cooperative  or 
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mutual  activities  in  America.  G>operation  zpptzrs  in  inconceivably  mt* 
ried  and  innumerable  enter^ises,  and  wherever  the  association  is  legal, 
American  genius  has  done  more  with  it  cooperatively  than  has  European 
genius,  judged  by  the  actual  number  of  persons  and  amount  of  wealth 
assembled.  Contrary  to  the  often  repeated  assertion,  cooperation  is 
peculiarly  congenial  to  the  American  people,  both  great  and  small,  in 
town  and  country.  Farmers'  associational  organizations  for  safeguarding 
mutual  interests  are  numerous.  The  protection  of  levees  from  breaks  is 
in  some  of  the  states  bordering  the  Mississippi  River  an  associational 
cooperative  work,  while  rural  economic  cooperation  for  marketing  fruits, 
manufacturing  and  marketing  milk  products,  and  in  certain  other  lines  has 
made  notable  progress,  forcing  its  way  through  joint-stodc  companies,  for 
want  of  proper  laws  <m  associations.  The  tendency  of  American  farmers 
to  combine  has  long  existed,  while  signs  of  die  awakening  of  the  tme 
cooperative  spirit  have  begun  during  recent  years  to  be  widely  manifest. 
The  free  lands  that  led  to  abandoning  old  for  new  homes  and  moving 
where  one  wished  have  all  been  occupied  Farm  land  is  becoming  dear 
and  the  holding  reduced  in  size.  The  pioneer,  whose  thriftlessness  re- 
ceived through  nature's  bounty  a  surplus  to  waste,  has  been  replaced  by 
the  laborious  tiller,  whose  actual  living  depends  upon  the  more  or  less 
expensive  restoration  and  the  careful  cultivation  of  the  soil  that  formerly 
was  so  recklessly  robbed.  Production's  costs  are  so  near  its  returns  that 
economic  and  scientific  methods  cannot  be  neglected  without  serious 
losses.  The  average  American  farmer  today  is  not  the  unsettled,  isolated, 
left-over  man  staying  in  the  country  just  because  he  could  not  live  in  the 
town,  as  so  many  of  his  predecessors  are  depid^  He  is  a  farm^  by 
preference,  the  best  man  for  the  woik,  and  ti^re  is  nodiing  in  lus  habits 
or  ten^erament  that  b  antagmtistic  to  oooperaticm,  while  his  needs  and 
conditions  have  finalfy  become  such  as  to  make  cooperation  not  osAy 
advisable  but  almost  a  necessity. 

But  this  does  not  mean  that  American  agricuknre  is  decadent  or  even 
backward ;  the  case  is  far  otherwise.  Man  for  man  the  American  farmer 
is  superior  to  any  other,  and  he  has  brought  some  of  the  branches  of 
agriculture  to  the  highest  development.  The  public  should  not  forget 
that  the  United  States  has  the  best  system  for  agricultural  education  in 
the  world,  and  that  farmers  have  for  years  availed  themselves  of  it. 
Too  much  praise  cannot  be  bestowed  upon  the  American  agricultural  de- 
partments, colleges,  and  experiment  stations  and  the  splendid  work  of 
their  able  oflfeials,  professors,  directors,  and  investigators  in  modernizing 
agriculture  as  a  science  and  an  art  The  slu>rtcommgs  of  American  agri- 
culture lie  mainly  in  die  fact  that  it  is  unorganized  industrially,  commer- 
cially, and  financially;  as  a  result  there  are  expenses,  wastages,  and  losses, 
that  seriously  a£Fect  the  farmers'  profits  and  the  consumers'  prices.  As  a 
larger  result  agriculture  is  not  keying  pace  with  the  progress  being  made 
in  other  vocations  and  callings;  and  in  view  of  the  rapid  growth  in  popu- 
lation this  will  soon  or  late  be  detrimental  to  the  country's  welfare.  The 
danger,  however,  is  rather  imminent  than  actual.  Europe's  problem  is  to 
remove  adverse  conditions  that  exist ;  ours  to  prevent  them  from  occurring. 

The  trouble  with  American  agriculture  may  then  be  summed  up  as  lack 
of  organization.  Although  there  are  successful  exceptions,  American 
farmers,  generally  speaking,  do  not  use  their  credit  and  resources  col- 
lectively in  large  groups  as  do  business  men  and  financiers  in  the  cities. 
They  do  not  systematically  help  one  another.  The  American  farmers 
should  be  organized  from  the  plains  to  tide-water  tiirough  cooperative  sys* 
tems  ocmvosed  of  interrelated  associations  and  based  on  local  mral  co- 
operative banks.  There  is  room  enough  for  two  ot  more  sudi  9ftAtnB$ 
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each  expanded  to  the  fifth  degree;  local,  regional,  state,  departmental,  and 
national   But  the  laws  for  fonning  and  govemix^  them  are  defective, 

obstructive,  or  lacking.  , 

What  is  needed  are  proper  enabling  and  regulatory  laws  to  authorize 
associations  for  profit  organized  under  any  form  to  carry  on  any  kind 
of  business  or  finance,  banking  included.  These  laws  should  be  of  a  gen- 
eral nature  and  available  for  all  classes  of  persons.  America  is  too  set 
in  the  notion  that  a  concern  organized  for  business  or  finance  should  have 
a  capital  stock  and  that  all  members  and  investors,  except  directors  and 
officers,  should  be  free  of  responsibility  and  safe  from  every  risk  beyond 
the  amount  invested  m  shares  or  bcmds.  The  very  opposite  of  this  appears 
in  an  association  and  it  vroohi  be  all  the  better  for  the  public  if  the  asso- 
ciation were  more  extensivdy  used.  The  laws  should  permit  combination 
of  associations  for  agricutture  and  small  industries,  but  this  would  be  the 
only  dass  legislation  necessary ;  for,  the  farmers  and  the  small  producers 
and  the  small  consumers  would  have  no  need  of  tax  exemption,  state  aid, 
or  special  privil^e  when  once  they  were  able  to  utilize  their  collective 
credit  and  resources.   The  legislative  steps  that  might  be  considered  are : 

An  amendment  of  the  National  Banking  Act  so  as  to  permit  a  national 
bank  that  confines  its  credit  facilities  to  members  to  be  organized  as  an 
association  of  any  form  without  capital  stock. 

An  amendment  of  the  banking  act  of  each  state  so  as  to  permit  any 
kind  of  bank  that  confines  its  credit  facilities  to  members  to  be  organized 
as  an  association  of  any  form  without  capital  stock. 

An  enabling  and  regulatory  law  hy  the  nation  and  by  each  state,  legal- 
izing for  economic  associations  whatever  is  lawful  for  corporations. 

A  clause  in  such  laws  to  permit  combination  among  farmers'  associa- 
tions and  associational  ba^  among  associa^icms  «o]^;anized  for  selling 
food  and  household  supplies  to  members,  and  among  associations  or- 
ganized by  artisans  for  buying  on  their  common  account  the  materials 
needed  in  their  work  or  for  selling  their  products. 

But  nothing  should  be  done  in  haste;  for  the  repeal  of  a  law,  no  mat- 
ter how  bad,  often  presents  serious  difficulties.  The  enactment  of  proper 
legislation  for  rural  credits  and  cooperation  would  of  course  be  rendered 
more  easy,  if  there  were  complete  and  accurate  information  at  hand  about 
actual  conditions.  For  this  purpose,  it  would  be  well  for  the  United  States 
Government  to  have  an  examination  and  report  made  on  the  present  state 
laws  which  are  available  for  cooperation  or  agricultural  organization,  and 
which  govern  building  or  savings  and  loan  associations,  and  companies  or 
institutions  for  according  credit  to  farmers  and  landowners,  includmg  irri- 
gation, drainage,  and  reclamation  projects.  The  report  should  also  show 
the  facts  and  figures  relatii^  to  such  organization  and  concerns  that  exist, 
and  the  amount,  interest  rates,  and  terms  of  tiie  farmers'  indebtedness 
and  of  real-estate  mortgages. 

This  work  might  be  done  through  the  Census  Bureau  or  by  special 
commissions  created  by  Congress  and  appointed  by  the  President,  but  in 
either  case  liberal  appropriations  should  be  made  for  it.  One  million  dol- 
lars, it  will  be  recalled,  were  appropriated  in  1889  for  a  somewhat  similar 
investigation.  A  very  much  larger  sum  than  this  would  perhaps  now  be 
required  to  gather  the  desired  information  on  all  subjects  mentioned. 
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